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E-commerce 

Why search engines are 

becoming ‘portals’ 

IT, Page 22 



Hard times at Opec 
Under pressure to 
produce a script 
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Clinton in China 


Tomorrow, a special page 
sets the scene for the 
historic visit 
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WORLD NEWS 

India and Russia 
to co-operate on 
high technology 
weapons systems 

India and Russia are to extend 
their defence co-operation to 

Include collaboration on anti- 
bel fistic missile and other high 
technology weapons systems, tn a 
move likely to anger the US and 
other G8 nations. Page 14 

Italy sat to back Nath expansion 
Italy’s chamber of deputies last 
, _ night looked certain to pass legis- 

' 2 4t lotion ratifying the expansion of the 
North Atlantic Treaty Organisation 
to the east Page 2 

Kosovo autonomy backed 
The Greek and Macedonian foreign 
ministers called for autonomy for 
Serbia’s rebellious province of 
Kosovo, but made clear their 
opposition to independence for its 
Albanian majority. Page 2 

Poland presses for BJ entry 
Poland asked the European Union 
to speed accession talks despite 
fears that opposition by existing 
members might push the target 
date for entry to beyond 2005. 
Page3 
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Pension fund 
Moves to set up a pan-European 
pension fund have aroused so 
2 A|much Interest that the inaugural 
planning masting has been made 
invftatlon-onfy. Page 2 

Gonzalez dentes war* 

Spain's former Socialist prime min- 
ister. Felipe GonzfiJez, denied 
■ under oath having received arty 
proposal for "dirty war” activities 
against suspected Basque terror- 
ists (n southern France. Page 2 

Spanish bgackar sar reHtte it 

A Spanish hijacker who took over a 
domestic Iberian flight and 
demanded to be flown to Tel Aviv 
surrendered after speaking to his 
psychiatrist. Page 2 

Medicare improved 
US president BUI Clinton 
announced new protections for the 
i recipients of the Medicare 
i programme. Pages 

Hutu rebels MB IB 
At least IS people were killed 
when Hutu rebels ambushed a bus 
50km north-west of the Rwandan 
capital KJgali. 

40 schoofgfrts abctactsd 
Rebels abducted at least 40 girts 
from a boarding school In northern 
Uganda. Abducted boys are given 
military training, but girls often 
become “wives" of rebel com- 
m&nders-'MakB It a war crime', 
Pages 

Aids toff 'worst among poor’ 

Uneven access to HIV treatment is 
leading to a divide between rich 
countries, where Aids deaths are 
a flEdfing, and poor ones, an analysis 
? shows. Page 4 

Docks dispute Dears settiement 
Australia's bitter waterfront dispute 
neared a settlement when union 
dockworicers m Melbourne voted to 
accept a deal. Page 8 

HI crackdown on cannabis 
The European Union is to crack 
down on farmers claiming subsi- 
dies from the Ctommon Agricultural 

PoOcy to grow cannabis which is 
not then used for industrial pur- 
poses. Pag® 2 


BUSINESS NEWS 


Japan injects 
$8.7bn into money 
markets to protect 
lending rates 

The Bank of Japan injected 
Yl^OObn ($8.7bn) Into the Tokyo 
money markets to stop nervous- 
ness pushing up tending rates. The 
intervention was triggered by fears 
that some creditors were cutting 
tending to weak financial institu- 
tions. Page 14; Observer, Page 
Analysis, Page 8 

Coca-Cola Beverages, the Coke 
bottler for eastern and central 
Europe, published the pathfinder 
prospectus for Its London fisting 
with a preliminary price range of 
125p to 160p (52.67) a share. Pic- 
ture, Page IS; Report, Page 16 

Old Mutual, the South African life 
assurer and financial services 
group which Intends to demutu- 
alise next year, plans to make its 
primary listing in London rather 
than Johannesburg. Page 15; 
Observer, Page 1% Lex, Page 14 

Amadeus, the computerised 
reservation system owned by Air 
France, Lufthansa of Germany and 
Iberia of Spain, is in advanced 
negotiations about merging with 
US rival Woridspen. Page 14 

Pearson, the media group that 
owns the FT, put its Tussauds 
leisure operations up for sale 
following its S3.6bn purchase of 
Simon & Schuster's educational 
publishing arm. Page 21 

Lockheed Martin, the US defence 
contractor. Is to form a joint 
venture with Optlmus of Poland in 
the latest effort by western 
weapons suppliers to penetrate 
eastern Europe. Page 7 

RMne-Poutenc Rotor, the 
pharmaceutical division of Rhone 
Poulenc, sad the US Food & Ckug 
AdmjnfetrHtfon had approved the 
expanded use of its anti-cancer 
agent faxotere. Page 18 

Volvo is to restructure its European 
bus manufacturing, expanding 
faculties at Wroclaw in Poland and 
ending production at Vienna and 
Heibronn in Germany. Page 18 

Damn b, the French agro-food 
business, has acquired a control- 
ling Interest in two of China’s 
feeding bottled water producers 
and distributors- Page 16 

The Czech central bank has 
announced tighter provisioning 
requirements likely to drive at least 
one big state-owned bank into a 
book loss this year. Page 16 

Siva, the Portuguese car retailer, 
plans an initial public offer of up to 
25 per cart of capital to raise up 
to Es19.5bn (6106m). Page 16 

Kingfisher, the UK multiple retailer, 
Is to pay Cl 03m ($172m) for a 
controlling stake in French electri- 
cal retailer BUT. Page 21 

Charles Schwab, the US 
stockbroker. Is planning a move 
into on-line banking. Page 15; 
Analysis, Page 18 

World Equity Markets 

..The latest trends and date from more 
man 50 national markets at a glance 
page 35 ; 
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Court backs Microsoft in 
landmark antitrust battle 


SyMctanl Woffle la Wa&h f ny ton 

Microsoft won a big victory tn its 
antitrust battle with the US gov- 
ernment yesterday when an 
appeals court overturned an ear- 
iter ruling against Its controver- 
sial internet software. 

Two appeals court Judges in 
Washington lifted a preliminary 
injunction which restricted 
Microsoft’s paeVagmg of internet 
br owser software with its flag- 
ship Windows operating system. 

A third judge disagreed with 
the appeals court’s decision, 
which comes Just two days before 
the retail launch of Windows 98, 
the latest version of the operat- 
ing software. 

The court’s opinion is likely to 
have a significant impact on the 
outcome of the landmark anti- 
trust lawsuit launched by the US 
justice department and 20 states 


last month. This accuses Micro- 
soft more broadly of acting as an 
illegal monopoly by using the 
do minance of Windows to crush 
competition from Netscape Com- 
munications, its internet rival. 

In yesterday's ruling, the court 
strongly backed Microsoft’s argu- 
ments that bundling its internet 
browser with Windows was a 
technological improvement for 
consumers. 

“Antitrust scholars have long 
recognised the undesirability of 
having courts oversee prod act 
design, and any dampening of 
technological innovation would 
be at cross-purposes with anti- 
trust law," the court said. 

It ruled that the internet 
browser was closely integrated 
with Windows, not a separate 
product as the government has 
consistently argued. 

Microsoft's packaging of the 


Internet browser with Windows 

should be treated in the same 
way as earlier improvements of 
the operating software such as 
Windows 35, the Judges said. 

The ruling represents a per- 
sonal blow to judge Thomas Pen- 
field Jackson, whose judgments 
were overturned yesterday, and 
who will hear the broader law- 
suit in September. 

The appeals court condemned 
his preliminary injunction both 
for breaching legal procedures 
and for being wrong in its inter- 
pretation of a 1995 antitrust 
agreement - or consent decree - 
between the government and 
Microsoft. The injunction forced 
Microsoft to market two versions 
of Windows 95 - one with the 
browser hidden, the other with it 
on display. 

It also rejected his appointment 
of a special adviser to examine 


technical issues, describing the 
adviser as “a surrogate Judge". 

Microsoft shares rose $3£ to 
S99% in early trading. 

William Neukom. Microsoft's 
senior vice-president In legal and 
corporate affairs, said: “We are 
gratified by this decision. The 
emphasis in this opinion Is on 
the nature of the technology and 
the court is careful to remind 
itself that courts have a very 
carefully limited role in the 
design of technology products." 

The justice department said: 
“We are disappointed with the 
court of appeal's decision in the 
consent decree case. We remain 
confident that the evidence and 
legal arguments in our antitrust 
case will demonstrate that Micro- 
soft's conduct has violated fed- 
eral antitrust laws.” 

Editorial Comment, Page 13 


Yeltsin warns of 
unrest and pushes 
for anti-crisis laws 


By Cteystia Freeland hi Moscow 


Russia’s rumbling financial crisis 
risks setting off social »nri politi- 
cal unrest. President Boris Yelt- 
sin warned yesterday, demanding 
that parliament back a govern- 
ment rescue programme. 

Mr Yeltsin ordered parti a me n t 
to pass a series of new laws 
within the next two weeks. 
before it breaks for summer 
recess. He hinted that if the par- 
liament resisted he anight invoke 
his authority to dissolve the leg- 
islature- and call fresh elections. 

“We have no other way. and if 
the package of laws written in 
the programme is not approved, 
other measures win be taken," 
Mr Yeltsin said, addressing a rare 
joint session of the government 

flwri pffl -UnmBnt 

This has been interpreted as a 
reference to the president’s 
power to dissolve the duma, the 
Iowa: house of parliament 

In the past, Mr Yeltsin has 
used his powers to cow the oppo- 
Bttjon- domtnated cm crucial 
issues, most recently over the 
appointment of Sergei Kfriyenko 
as prime minister. 


Germans and Dutch 
to merge rail freight 


By Gordon Cramb hi Amsterdam, 
Ralph Afkfctt in Bonn and 
Ctwtes BstcMor In London 


The German and Dutch national 
railways are to merge their 
freight operations in what Is 
being called the beginning of a 
bid by the continent's rail opera- 
teas to win bade freight business 
from road hauliers. 

J olHIMa Bi LudSWig, nhairman 
of Germany's Deutsche Bairn, 
said Ran Cargo Europe, as the 
merged venture will be called, 
was the “first step towards a 
European railway company that 
transcends national borders and 
offers customers services that are 
comparable with those of our 
competitors". 

NS, the Dutch rail operator, 
and Deutsche said the ven- 
ture would be in a good position 
to benefit from £U efforts to lib- 
eralise the continent’s transport 
networks. “Our competitors, in 
particular the road hauliers, have 
been crossing the EtTs borders 
without obstacle for years. But 
tire railways had to change loco- 
motives and drivers. That not 
only lost valuable time, it also 
generated costs." said Mr Lude- 
wig. 

The railway companies said 
yesterday the combined business, 
which would have a turn o v e r tf 
mare titan DM7bn (&9tm), would 
seek outside shareholders. They 
said RGB would aim to cooperate 
with freight forwarders as wen as 
road and inland waterway ship- 


pers “so that a wide assortment 
of transport services can be 
offered" across Europe- 

Each company will put ita 
entire cargo operations into RGB, 
creating a group operating 
almost 8,000 trains a day. The 
deal follows an alliance struck 
recently by the freight divisions 
of the Swiss and Italian railways. 

“This forms part of a pattern of 
mergers between freight opera- 
tors which will exist throughout 
Europe before long," said Bryan 
Stone, a freight consultant 

“The passenger railways by 
contrast are Ukdy to get together 
through joint marketing agree- 
ments of specific high speed ser- 
vices." 

But rail experts emphasised the 
difficulty of making rail mergers 
work. They pointed out that the 
Dutch rail network had Already 
been opened up to private-sector 
competition, while in Germany 
very high track-access charges 
bad hampered liberalisation. 

RCE’s headquarters will be in 
Mainz. The freight activities of 
Deutsche Bahn are substantially 
largo: than those of NS. DB is 
expected to hold a majority of 
ROE. Derails of how the new 
company will be controlled were 
not released. 

The merged entity is due to 
begin operations in the second 
half of next year. But Annemarie 
Jorritsma, Dutch transport minis- 
ter. warned that the Dutch 
authorities would have to assess 
certain competition questions- 
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Mr Yeltsin put his muscle 
behind the anti-crisis programme 
annnunrpd by Mr Kiriyenko yes- 
terday. But even the president 
admitted that the package — a 
combination of measures to boo6t 
tax collection and cut spending 
further - had few new ideas. 

The government, which is hop- 
ing to win significant additional 
credits from an International 
Monetary Fund team in Moscow 
this week, is trying to bring a 
fresh sense of urgency to its cam- 
paign to revive the country’s 
public finances. 

Anatoly Chubais, who is lead- 
ing Russia's negotiations with 
intam^tinnai leadens, yester- 
day Russia was seeking a pack- 
age worth $l0bn-gl5bn from 
international financial institu- 
tions, foreign governments and 
western banks. He said talks 
with the IMF were “not very sim- 
ple". but he hoped they would be 
completed within one or two 

m onth g. 

Backed by Mr Yattszn. Mr fflri- 
yenko said he would propose 20 
new laws to the duma and push 
for their immediate ratification. 

The laws are part of a broader 



Boris Yeltsin addraMtog paritamant yesterday 


package aimed at pulling Russia 
out of its current budget squeeze. 

On the revenue side, the pro- 
gramme wDl seek to shift the tax 
burden from companies to indi- 
viduals and from production to 
r-n nciimptinn Mr Kiriyenko said 
the government would also close 
notorious tax loopholes. 


In an example of the cabinet's 
belt-tightening zeal. Mr Kiri- 
yenko proposed a radical change 
to the country’s nuclear defence 
programme, cutting its three 
types of strategic nuclear mis- 
siles to just one. 


Antt-crisJs programme. Page 3 


UK royal 
jewellers 
Asprey and 
Garrard to 
be combined 

By Bay Hants In London 


Asprey and Garrard, the 
London-based royal jewellers 
which trace their roots to the 
1700s. arc to be combined into a 
single luxury brand as port or a 
rationalisation by their owner, 
the younger brother of the Sultan 
of Brunei. 

As pan of the shake-up. the 
rest of the Asprey empire will be 
sold. It Includes the Mapptn & 
Webb and Watches of Switzer- 
land retail chains In the UK, Les 
Ambassadeurs In Switzerland 
and an eclectic collection of busi- 
nesses spanning pawnbroking, 
bookbinding and couture. 

The disposals could raise up to 
£l00m t£i67m>. but as many as 
100 of tbe 330 jobs at Asprey and 
Garrard will be lose 

Tbe move will be announced to 
staff today by bn Dahl, who was 
brought in as chief executive 
after Prince Jefri Bolkiah bought 
Asprey for £243. 5m in 1995. 

The rationalisation, intended to 
put the business on a secure foot- 
ing and to demonstrate Prince 
Jefri ‘s commitment, could even- 
tually lead to a stock market flo- 
tation. 

Asprey has suffered recently 
from reduced sales to some of its 
biggest customers, which account 
for a large proportion of turn- 
over, but has seen demand rise In 
London and New York. 

The new Asprey & Garrard 
brand is intended to combine 
Garrard's traditional strength in 
Asian markets with Asprey’s 
appeal in the Middle East. It wifi 
be bunched In September after a 
£i0m refurbishment of the Bond 
Street site, which Asprey has 
occupied fanl50 years. 

Garrard wUl vacate the Regent 
Street premises - its home since 
the second world war. 

Mr Dahl's June sale of busi- 
nesses reverses the buying spree 
of Naim Attallah, his predecessor 
as chief executive. 

Planned disposals include Map- 
pin & Webb, the 1 6-outlet Jewel- 
lery chain which Asprey bought 
along with Garrard from the 
Sears retailing group. 

Asprey and its financial 
adviser, the accountancy firm 
Deloitte & Touche, expect inter- 
est from trade buyers as well as 
venture capital and private 
equity funds. 
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Envoy brings Milosevic Nato warning 


By Gay Dkmm far Belgrade 

Richard Holbrooke, the US 
envoy, returned to Belgrade 
yesterday carrying the 
threat of Nato military 
action in an effort to per- 
suade Slobodan Milosevic, 
the Yugoslav president, to 
stop attacks on ethnic Alba* 
nian separatists, in the Ser- 
bian province of Kosovo. 

Diplomats said Mr Hol- 
brooke, who met Mr Milos- 
evic last night, would insist 
that the US and its European 
allies were serious about 

Austrian 
banks 
raided 
in EU 
probe 

By Samar Iskandar 
fa Brussels 

The European Commission 
yesterday raided four large 
Austrian banks suspected of 
participating in an illegal 
price-Gxing carte L 

The surprise visits to the 
banks' offices aimed to 
establish whether they had 
contravened the European 
Union's competition law. 

"The Commission expects 
to gather more ample infor- 
mation about [the banks'! 
participation in periodic 
meetings known as the 
‘Lombard Club',** it said yes- 
terday. 

The raids, the first ever 
involving banks, are the cul- 
mination of an investigation 
prompted in May 1897 by 
reports in the Austrian press 
that the banks had agreed 
on a list of "13 perfarmance- 
enhantoment measures", 
including a hand-written 
note called "Lombard as". 

“If this [agreement] were 
to be on the agenda of a 
•Lombard Club' meeting, we 
could suspect a price-fixing 
agreement among the banks 
in question, which would be 
contrary to European compe- 
tition law." the Commission 
said. 

The Commission is 
allowed, tinder EU law, to 
raid companies without 
prior warning, as part of its 
investigations. 

It does not usually resort 
to such raids, unless it sus- 
pects that the companies 
involved might be uncooper- 
ative. 

Top representatives of the 
largest Austrian banks have 
been meeting on a regular 
basis for decades in a Vienna 
hotel, the Commission said. 
During these meetings, 
dubbed the "Lombard Club" 
by the Austrian press, the 
bankers reportedly discussed 
general aspects of Austrian 
banking. 

The Commission said the 
Austrian rightwing Freedom 
party had also complained 
about some banks recently, 
but that the complaint had 
no: influenced the investiga- 
tion. 

Commission investigators 
have set up a telephone and 
fax "Lombard Hotline". They 
are hoping the investigation 
will he helped by tip-offs 
from competing banks or 
aggrieved customers. 

"The Commission expects 
to receive further informa- 
tion about possible agree- 
ments between Austrian 
banks, after the current veri- 
fications." it said. 

The EC's anti trust author- 
ities can impose substantial 
fines, of up to 10 per cent of 
total annual sales, on compa- 
nies that ore found guilty of 
illegal antl-competltive 
behaviour. 
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using force to stop a wider 
Balkan war. "We have to 
prevent the events in Kosovo 
from es calating into a gen- 
eral war," Mr Holbrooke said 
during a stopover In neigh- 
bouring Macedonia. “That 
goal will not be easy to 
achieve." 

Mr Milosevic has stated 
his readiness to find a politi- 
cal settlement but western 
governments have ques- 
tioned his sincerity. After 
talks with Boris Yeltsin, the 
Russian president, in 
Moscow last week Mr Milos- 


evic said his forces would 
refrain from attacking civil- 
ians. But he has rejected US 
and European demands that 
the army and police, with- 
draw, without a similar com- 
mitment from the rebel Kos- 
ovo Liberation Army (KLA). 

On his last miss ion to Bel- 
grade in May, Mr Holbrooke 
achieved a “procedural 
breakthrough" in getting Mr 
Milosevic and Ibrahim 
Rugova, the moderate Kos- 
ovo Albanian leader, to meet 
for the first time. But Mr 
Rugova broke off negotia- 


tions after Serbian forces 
launched an offensive. 

Mr Rogova's non-violent 
campaign for secession has 
been eroded by the militant 
KLA, which has attracted 
several thousand recruits 
since the start of the Serbian 
crackdown in February. 
While Mr Holbrooke may 
succeed in extracting minor 
concessions from Mr Milos- 
evic, it is less certain that 
Mr Rugova can bring to heel 
the rebel army. 

Russia, eager to avert Nato 
intervention against its Eel- 


low Orthodox Christian 
Slavs, Is pursuing Its own 
diplomatic efforts to defuse 
the crisis. 

Stung by accusations from 
western leaders that his 
forces are waging “ethnic 
cleansing”, Mr Milosevic yes- 
terday told the Russian 
envoy, Nikolai Afanasyev- 
sky, that refugees would get 
government help to return to 
their villages. 

More than 60,000 ethnic 
Albanians have been dis- 
placed, many of their homes 
destroyed by Serbian police 


and the federal Yugoslav 
army. International relief 
agencies say police have 
given than better access in 
recent days but no aid is 
allowed through. An esti- 
mated 1,200 Albanians are 
hiding in the hills and refuse 
to accept government guar- 
antees of their safe return. 

Serbian officials in Kosovo 
said nine Serbs had been 
abducted by armed Alba- 
nians near Pristina yester- 
day and that 800 Serb villag- 
ers had taken refuge In the 
south-west town of Khna. 


Worries unite Greece and Macedonia 


By Kerin Hope In Alliens 


The Greek and Macedonian 
foreign ministers yesterday 
called for autonomy for Serb- 
ia 's rebellious province of 
Kosovo, but made' clear that 
both countries are opposed 
to independence for its Alba- 
nian majority. 

Theodoros Pangalos of 
Greece and Blagoj Handziski 
of Macedonia, who were 
meeting for the first time in 
Athens, brushed aside a 
long-running bilateral dis- 


pute over Macedonia's name 
in a display of regional soli- 
darity over the conflict in 
Kosovo. 

“We support the unity of 
Serbia, and respect for bor- 
ders." Mr Pangalos said. 
“When there is a concentra- 
tion of population, such as 
the Albanians in Kosovo, 
they should have the right Of 
autonomy. But the discus- 
sion stops there." 

Greece fears that if the 
fighting spreads to Macedo- 
nia, where a large Albanian 


minority lives close to the 
border with Kosovo, a wave 
of refugees would start 
crossing illegally into north- 
ern Greece. 

The two minis ters made a 
joint plea for a peaceful solu- 
tion to the Kosovo conflict 
without the intervention or 
western troops. "We wel- 
come Nato’s readiness to 
stop the crisis from spread- 
ing to Macedonia and 
Albania." Mr Handziski said. 
"But both sides have to take 
positive steps, and so far the 


Albanians haven't agreed to 
talks." 

Mr Pangalos criticised the 
western members of the Con- 
tact Group on forme- Yugo- 
slavia for demanding a with- 
drawal of Serbian security 
forces from Kosovo before 
separatist Albanian rebels 
stopped their own attacks. 
“The two must go together," 
he said. 

While the Greeks still 
maintain that Macedonia 
should change its name to 
avoid implying a territorial 


claim on the northern Greek 
province of Macedonia, rela- 
tions are steadily improving. 
Macedonia has attracted 
more investment from 
Greece than from any other 
country. 

Mr Handziski said there 
would he no quick solution 
to the name issue, although 
a UN-sponsored mediation 
process would continue. “We 
want a solution where both 
countries will feel they are 
winners. That doesn’t bap- 
1 pen overnight," he said. 


Pan-Europe pension 
planners ready to 
take on tax chiefs 

Plans for a European Court test case on 
cross-border pensions have attracted 
wide interest, writes Jane Martinson 
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Germany approves order 
despite Vickers’ protest 

One of Europe's biggest joint procure^ 

multi-role armoured veWde, ^ ^ 

day by the budget committee of toe ^Z^iTorocess. came 

vote, which ends toe $5bn project’s 

despite fierce protests about the tendering process nom 

ere. toe engineering and defence 0 roU ^_ 7S . announced in 
The German, British and French govwnmwto 
Apr! that a consortium" Including armoured { ' ■ 

had won the contract to supply ^ anTloureQ 

personnel camera over the next decade. .subsidiaries 

Besides GKN, toe winning consortium include 
of the German groups Mannasmann and ^sian 

Giat, the state-owned French armaments mater- Thar design 
was for an eight-wheeled vehicle, which wiH cany n 
' sokfisrs. Ralph Atkins, Bonn 

SPANISH KIDMAPPING TRIAL 

Gonzalez denies claims 

FeBpe Gonzfitez, Spain's former SodaTist prime minister 
is seen as a potential candidate for president of the European 
Commission, yesterday denied under oath having reoewea 
any proposal tor “dirty war" activities against suspected 
Basque terrorists In southern France. 

He was testifying at the trial of his former Interior minister, 
josA Ba/rtonuevo, and 11 others in the supreme court ov» a 
kidnapping in 1983, in which a man mistaken for a suspect 
was taken to Spain and held for 10 days. The Incident was 
the first action claimed by the Anti-Terrorist Liberation 
Groups, a clandestine organisation subsequently held respon- f \ 
sibte for more than 20 killings. 

One of toe defendants, Ricardo Garda Damt»renaa, a for- 
mer top SodaM party official In toe Basque country, alleged 
that Mr Gonzflez had supported plans to intervene across the 
French border against the Basque separatist group Eta. 

Mr Barrionusvo and his former number two, Rafael Vera, 
who face jail terms if convicted, have denied authorising the 
kidnapping. The other defendants in toe trial, which started 
last month, have admitted participating but said they were 
acting under orders. David White, Madrid 
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P lans to set up a ground- 
breaking pan-European 
pension fund have 
aroused so much interest 
that the inaugural planning 
meeting has had to be made 
invitataartonly. 

Since their plans to seek 
support for a test case 
became public, the meeting’s 
organisers have been con- 
tacted by multinational 
groups, consultants and law- 
yers keen to attend the gath- 
ering In London at the end 
of June. 

The three organisers - the 
UK-based pharmaceutical 
company Zeneca, the Anglo- 
Norwegian engineering 
group Kvaerner and the Brit- 
ish law firm Eversheds - 
have made no secret of their 
plans but they want to keep 
the meeting manageable so 
that important decisions can 
be made. 

If there is sufficient sup- 
port and financial hacking 
from up to 50 organisations 
expected to attend, a small 
management committee wHi 
be appointed to work on 
detailed plans. A test case 
would be designed to chal- 
lenge the current system 
which makes pan-European 
funds unworkable because of 
systems of national tax 
reliefs and the costly bureau- 
cracy required. 

The eventual aim would 
be to enable, for example, a 
British employee to have his 
or her pension administered 


in Ireland, managed by, say, 
a Dutch manager, while ben- 
efiting from tax relief in 
Britain. 

Any case is expected to be 
referred to the European 
Court of Justice because of 
opposition from national tax 
authorities who fear they 
would lose by allowing relief 
on pension contributions 
and investments and being 
unable to claim their share 
when the pensions are paid 
out 

For multinational compa- 
nies employing millions of 
people across Europe, a 
cross-border fund would cut 
costs and provide greater 
mobility for their employees. 

US groups with operations 
in more than one EU coun- 
try are among those to have 
shown a keen interest in any 
challenge to the existing sys- 
tem. Lyn Ellis, pensions 
manager at Kvaerner, says: 
“They can have a pension 
scheme for the whole of the 
US and have no problem at 
all with the concept of a sim- ■ 
ilar thing in Europe." 

This action from some of 
the world's largest compa- 
nies in creating a single mar- 
ket for pension funds has 
also given succour to Brus- 
sels bureaucrats who are 
working on proposals for a 
directive to liberalise the 
European Union's pension 
fund market. 

The directive, the third of 
its kind, aims to lift invest- 
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meat restrictions and allow 
greater competition between 
member states. The biggest 
barrier to such aims to date 
- currency matching - is 
expected to become largely 
academic, at least in U of 
the 15 EU states, as a result 
of the introduction of the 
single currency, the euro, in 
January. 

H owever, soon after the 
tentative plans for a 
test case were revealed. 
Mario Monti, the single mar- 
ket commissioner, said that 
the proposed directive, was 
unlikely to address the 
thorny issue of tax at aH 
This was in order to safe- 
guard other measures such 
as investment restrictions 
and the level playing field 
between providers: attempts 
to change taxation require a 
unanimous vote from mem- 
ber states and this has led to 
36 directive defeats for Mr 
Monti. 

Nevertheless, be welcomed 
the test case and also the 
help given by a European 
Court ruling in April on the 


case of Jessica Safir, a Swed- 
ish woman who chose to buy 
life assurance in England. 
The court offered support to 
the view that tax discrimina- 
tion between member-states 
is illegal under EU law and 
appeared to overturn earlier 
findings which suggested 
that the huge differences 
between national systems 
made discrimination accept- 
able. 

The moves to create pan- 
European funds highlight 
the large differences 
between member-states over 
retirement provision and the 
tensions in this area, not 
least over the possibility of 
companies being able to 
shop around in Europe for 
the best place to operate 
their pension funds. This in 
particular is what worries 
the tax authorities. 

Robin Ellison, bead of pen- 
sions at Eversheds. believes 
that their concerns are based 
on a mistaken belief that 
employees will retire where 
their pension fund is held 
and not where they have 
lived all their lives. 


“This is not a tax fiddle." 
he says. "There are great 
savings to be made - but oq 
the regulatory, compliance 
and administrative side." 

Few involved in the efforts 
to bring about a pan-Euro- 
pean fund believe it win hap- 
pen this side of the millen- 
nium. Ray Martin at Zeneca 
says: “A pan-European fund 
will be a year 2010 or even a 
year 2020 thing." 

A test case, unlikely to be 
drawn up for another six 
months, will need to go 
through the motions of a dis- 
agreement with national tax 
authorities before reaching 
Luxembourg. Experts expect 
it to take between two and 
four years for a ruling. 

Some who believe that a 
pan-European fund is a logi- 
cal extension of the creation 
of a single market believe 
such a time-frame may work 
to their advantage. “Time is 
with us," says Mr Ellison. “I 
believe that the longer it 
goes on the more the Euro- 
pean court for example, will 
be in a communautaire 
frame of mind." 


Brussels to smoke out cannabis growers 


By Michael Stnltti Id Brussels 

The European Union is to 
crack down on rogue form- 
era claiming subsidies from 
the Common Agricultural 
Policy to grow cannabis. 

Farm ministers are expec- 
ted today or tomorrow to 
back proposals tightening 
controls on aid for hemp, a 
member of the cannabis fam- 
ily but grown mainly for 
industrial uses. They are 
also considering cuts in sub- 
sidy levels. 

The move follows a quad- 
rupling in the amount of 
land nsed to produce hemp 


in the last four years. The 
European Commission, the 
EU’s executive, believes 
some farmers are claiming 
the hemp subsidies of 
Ecu 750 ($832) . an acre to 
grow cannabis to sell ille- 
gally for “recreational" pur- 
poses. It is also concerned 
that the subsidy regime 
enables “premium hunters" 
to make money out of grow- 
ing hemp even if they can- 
not sell it. 

The Commission has 
warned that unless controls 
on premium hunters and 
drug growers are tightened, 
the EU may have to end 


financial aid for the sector. It 
estimates up to 40,000 hect- 
ares of land will be given 
over to hemp next year, 
implying subsidies of 
Ecu30m if aid rates are not 
cut. 

Hemp is used for a variety 
of textiles applications and 
for rope-making and cosmet- 
ics. Derived from the canna- 
bis saliva plant, it is 
extremely tough and flexible 
and several companies 
believe they can take St into 
markets dominated In recent 
years by artificial fibres. 

The problem for EU 
authorities is that the flow- 


ers and leaves of hemp look 
similar to types erf cannabis 
grown for sale as a drug. 

The Commission has pro- 
posed a system requiring 
producers to show they have 
a contract for the sale of the 
hemp to a legal processor in 
order to receive a subsidy. 

Jt is also seeking to tighten 
limits on the amount of tet- 
rahydrocannabinol (THC), 
the ingredient sought by 
drug takas, allowed in sub- 
sidised hemp. It wants the 
THC limit set at 0.3 per cent 
Varieties of cannabis used 
for smoking contain as much 
as 12 per cent 


While farm ministers, 
meeting in Luxembourg, ere 
likely to back a tightening of 
controls, there is contro- 
versy over the Commission’s 
proposals for cutting per- 
hectare subsidies. The 
suggested 25 per cent had 
already been pared back to 
20 per emit In compromise 
proposals tabled yesterday 
and further cuts are likely. 

Ministers are also discuss- 
ing, as part of the same 
package, reforms of the EU’s 
banana imports, olive oil and 
tobacco regimes and the 
amount or arable land to be 
set aside next year. 


Centrists help Prodi to survive vote 


By James BffCt 
in Roma 

Italy's chamber of deputies 
last night passed legislation 
ratifying the expansion of 
the North Atlantic Treaty 
Organisation to the east, 
avoiding a government 
defeat that would have 
brought down the prime 
minister, Romano Prodi. 

At the end of a tense day 
the Democratic Union for 
the Republic (UDR) - a 
group of around 30 opposi- 
tion forma: Christian Demo- 
crats - agreed to give the 
bill the critical support U 


needed for a majority. 

After much indecision. Sil- 
vio Berlusconi, the leader of 
rigbtwing Forza Italia, 
instructed his party to 
abstain. 

The legislation - which 
gives Italian approval to 
Nato membership for Hun- 
gary. Poland and the Czech 
Republic - has been in doubt 
Tor weeks because of opposi- 
tion from the hardline Com- 
munists on whom Mr Prodi's 
administration relies for its 
parliamentary majority. 

But the reliance on the 
UDR to get the ratification 
passed is nevertheless a 


severe embarrassment for 
Mr Prodi, exposing him to 
claims by his opponents that 
he no longer enjoys a stable 
parliamentary majority. 

The UDR - a centrist 
group set up earlier this year 
by Francesco Cosslga, a for- 
mer president - said it 
would only support the Nato 
bill if Mr Prodi explicitly 
asked for their help. 

The prime minister partly 
acceded to this wish yester- 
day by holding talks with 
the UDR as well as with all 
the other parties. 

"This government has 
shown that it no longer has 


a majority in the field of for- 
eign affairs and has had to 
rely on a different group of 
forces to get its way,” said 
Carlo Scognamiglio, a for- 
mer president of the senate 
and one of the UDR's lead- 
ers. “We expect the govern- 
ment to start recognising Hs 
reliance on us rather than 
the Communists in the near 
future." 

Mr Prodi’s office tried to 
play down claims that the 
government's reliance on the 
UDR had damaged it The 
coalition parties are expec- 
ted to hold a summit with 
the Reconstructed Commu- 


nists on Friday at which 
ministers hope there will be 
a show of unity. 

The Reconstructed Com- 
munists, led by Fausto Ber- 
tinotti, are expected to reas- 
sert their support for the 
government but it is 
unlikely that their loyalty 
will be tested in a formal 
vote of confidence in parlia- 
ment. 

Nevertheless, there was 
speculation last night that 
Mr Prodi could he forced to 
reshuffle his cabinet to. 
strengthen the cohesion of 
the coalition In the after- 
math of the Nato vote. 


Alpha Credit Bank attacked 

A bomb explosion late on Monday evening outside a branch 
of Alpha Credit Bank. Greece's biggest private bank, caused 
widespread damage but no injuries. The explosion blew a 
hole in the bank's outer wall and shattered windows in sur- 
rounding buildings in the Ano Patissia district of Athens. 

A poflee official said yesterday no one had claimed respon- 
sibility, but the attack appeared to be linked to the controver- 
sial privatisation of Ionian Baik, approved at the weekend. 
Alpha Credit Is to bid for Ionian, the biggest of four banks on 
the government's list of cSsposaJs. Kerin Hope, Athens 


SPANISH HUACK _ 

‘Bomber’ surrenders 

All 124 passengers and seven crew members of an Iberia 
Boeing 727 were released safely yesterday after befog held at 
Valencia airport In eastern Spain by a hijacker who turned out 
to be unarmed and to have a history of mental illness. 

The aircraft, on an internal flight from Seville to Barcelona, 
was forced to land when the hijacker threatened to blow It up 
using a remote control His demand to be flown to Tei Aviv 
prompted the Spanish interior ministry and the Israeli foreign 
ministry to set up crisis centres. 

Officials inltfafly indicated three hijackers were involved. ank ‘ 
security forces surrounded the aircraft as It stood on the tar- 
mac. But after three hours the man, a Spaniard, surrendered 
after speaking to his psychiatrist David White, Madrid 


TURKISH^ EDUCATION 

World Bank approves loan 

The World Bank yesterday approved a $300m loan to support 
education reform In Turkey, Introduced last year as part of a 
government strategy to counter Islamist influence in the 
sch ool^ system . The secularist military say Islamist militants 
are Infiltrating the country's schools and universities fo an 
effort to undermine Turkey's secularist principles. 

The government extended compulsory primary education in 
seedarist state schools to eight years from five yeare in an 
attempt to cut enrolment In Islamist schools, and promised to 
Increase education spending. The loan will support the gov- V' 
emment's $2£2bn basic education programme to expand the 1 
capacity of crowded schools, reduce truancy among chDdran 
from poor femflies and Improve teacher training. 

The government is atso cracking down on the Islamist tjre&- 
ence fo unive rsities by preventing women wearing head- 
scarves from sitting their final examinations. However edum 
tionafiats say the government has focused too much ona 

pofflto^agenda and paid insufficient attention to the counter's 
poor education mdreators and the high level of child labo.^ 

John Barham, Ankara *™~ur. 

JEWISH WAR EXPULSIONS 

Swiss reject refugee’s claim 

The Swiss government yesterday rejected a compensation 
^rnand from an H legal J ewish refugee who 
Auschwte concentration camp in 1943 after beinoaLSi~f 
from Switzerland. It is the seemd daim 
the Swiss have rejected from a Jewish refugee arS'hfoh^L- 
fhe growing pressure on Switzerland to 
Jews refused entry during the second d 

Although it took in more Jewish refugees 
trountrtes. Switzerland turned away 
shed n the concentration camps. Joseoh&wfr^ per " 

^ swteeriand £ 

second occasion, was turned over, with ^ 

the Germaiauthorities. He was the only on^af tha^ 8, to 

survive Auschwttz. WaBam Hafl, Zurich ^ ^ tha thr0 e to 

MALTA DISPUTE^ 

Election threat recedes 


ttwprime minister, and Dom Mintoff. Sait. 

began to emerge. The row between tttarvT 80010 ® 81 ^aier 

oondWo^ offered by the 

pfenning to develop Cottonera Creek, con 8Wtkjm 

Into a marina and holiday compl^T^!!^ Grand Ha-pouT 

when Mr Mintoff voted agalnst^g^S^*® 031 ^ ’ 

in parliament, ending Labour's '?** "**on 

Mr Sant has negotiated chwwSfn^.^ 0 ^- 

the devatopere, wWch are accord with 

toff. He b expected to support the omSS!? 5 ® to Mr S 

this week. Godfrey Grima, Malta 9 ° VSmment ft^rtlon 
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Yeltsin’s mix of 
unity and menace 


EUROPE 
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By John ThomhHf in Moscow 

Russia's President Boris 
Yeltsin was his usual bluff 
mixture of conciliation and 
confrontation yesterday as 
he chaired the meeting to 
outline the government’s 
anti-crisis programme. 

On the face of it the presi- 
dent gave the appearance of 
Varying to build a national 
consensus for the govern- 
ment's tough financial mea- 
sures by inviting a wide 
array of government, 
regional and parliamentary 
leaders to the discussion. 
But, as so often in the past, 
Mr Yeltsin suggested he was 
only prepared to listen to 
those who already shared his 
views. 

“All these laws must be 
adopted by the beginning of 
the holidays. We have no 
other path," he told bis audi- 
ence. including many MPs. 
“And if this packet of laws Is 
not adopted, then other mea- 
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sures will follow." he 
growled. 

In spite of his threats and 
the intense pressure an Rus- 
sia’s financial markets, the 
Duma Gower house of parlia- 
ment) seems in little mood 
for compromise. 

Gennady Seleznyev, the 
Duma's Communist speaker, 
said the government could 
face problems winning par- 
liamentary support far any 
additional borrowings from 
the Internationa] Monetary 
Fund. But he also warned of 
the political consequ ence s of 
allowing the rouble to col- 
lapse. 

“If a sharp devaluation 
takes place, either the presi- 
dent or the Duma will dis- 
miss the government,” he 
said, adding that the chances 
of that happening were high. 

Boris Makarenko, deputy 
director of the Centre for 
Political Technologies, a 
Moscow-based think-tank, 
said parliament was still 


smarting from the humilia- 
tion of being forced into 
approving Serge* Khiyecko 
as prime wfnjptpr and was 
unlikely to approve further 
unpopular measures. 

Sven in politically calmer 
times, he said, the govern- 
ment had foiled to persuade 
parliament to adopt a new 
tax code broadening the tax- 
paying base and shifting the 
fiscal burden - in the eyes of 
the Communists - tram the 
“fat cats’* to the “poor 
people”. 

“This masting was not an 
alleviation but an aggrava- 
tion of the existing political 
crisis. The president -Started 
off on an offensive approach 
which cannot foil to provoke 
a reaction,” Mr Makarenko 
said. 

Far the moment this sim- 
mering tension between 
president and parliament 
may not matter much. Rus- 
sia’s constitution gives Mr 
Yeltsin considerable powers 







Tax poSca Iraki outsfcfc Moscow for the benefit of cameramen Siting a new TV series Assoaaed press 


to force through whatever 
measures he t h i nks fjt- He 
has already hinted he might 
adopt large chunks of the 
new tax code by presidential 
decree and has much discre- 
tion to slash government 
spending at will 
That may please the mar- 
kets in tbs short term and 
help defuse the present 
financial crisis. But. Mr Yelt- 
sin's critics argue, it will 
only alienate the bases of 
political and institutional 
support needed to underpin 
reforms over the longer run. 


Grigory Yavlinsky, leader 
of the liberal Yabloko fac- 
tion, said be supported many 
of the reasonable sugges- 
tions in the government’s 
anti-crisis programme in 
principle but doubted 
whether they could be imple- 
mented in practice. “The 
government neither has the 
support of parliament nor of 
society,” he said. 

His concerns are echoed 
by some investors. “The sad 
truth is that Russia does not 
yet have the institutional 
mechanisms to implement 


Parliamentary crisis hits 
“ Ukraine’s IMF hopes 


By Charles Clover in Kiev 

A parliamentary crisis in 
Ukraine is the main obstacle 
to an agreement with the 
International Monetary 
Fund on granting a $2bn, 
three-year credit that the 
country desperately needs to 
stay afloat in coming 
months. 

Viktor Yuschenko, 
Ukraine's central bank 
chairman, yesterday 
explained that the inability 
of the IMF and Kiev to con- 
clude an agreement on the 
Ntoedit during negotiations 
fist week was due to parlia- 
ment's failure to review a 
revised 1998 budget, which 
incorporates a 30 per cent 
expenditure cat 

The new parliament, 
elected in March, cannot 
pass laws until it has a new 


speaker. It has failed ,11 
times to elect such an offi-- 
dal. 

Passing the new budget 
along with other pieces of 
legislation on tax reform, is 
one of the key conditions of 
the IMF programme, which 
foresees broad-ranging 
macro-economic reforms in 
exchange for monthly or 
quarterly disbursements of 
the credit 

The Ukraine government 
and its creditors had hoped 
that final agreement cm the 
programme would take place 
this month. 

But last week an IMF mis- 
sion left Edev without recom- 
mending that the credit be 
disbursed. 

Stanley Fischer, IMF’s first 
deputy director, said the 
Fund had reached a basic 
agreement with Ukraine on 


Poland itching to begin 
EU accession talks 


granting file credit, but said 
“a few measures” remained 

nnfnlfninri, 

On Thursday Mr Kuchma 
tried to overcome the lack of 


took the ambitious, but con- 
stitutionally dubious, step of 
signing a series of decrees on 
taxation reform. Due to a 
constitutional loophole, the 
decrees may have three of 
Law within 30 days if parlia- 
ment fans to overturn tbem. 

On * Friday Serhiy 
Tyhypfco, vice-prime minis- 
ter for economic reform. 
Impatiently recommended 
that Mr Kuchma go so for as 
to pass the new budget by 
decree, although experts 
doubt the constitutional 
validity of this. An economic 
adviser to the president later 
defied such a step was being 
considered. 1 


By Christopher BoMnsJd 
to Warsaw 

Poland has called on the 
European Union to speed up 
accession talks despite fears 
that opposition to enlarge- 
ment by existing members 
might push the target date 
for entry back from 2002, 
originally envisaged by 
Brussels, to beyond 2005. 

Jan Kulakowski, Poland's 
chief EU membership negoti- 
ator, has said the country 
wants “talks to start as soon 
as possible”, and that Poland 
win be ready to start sub- 
stantive negotiations in Sep- 
tember. 

Mr Kulakowski speaking 
to a Joint meeting of Euro- 
pean and Polish MPs, also 
expressed “disappointment 
and sadness” over a state- 
ment at last week's EU sum- 


mit in Cardiff by Jose Maria 
Gil Robles, chairman of the 
European Parliament, that 
the European Union would 
not be enlarged until after 
2005. 

Poland, four other central 
European applicants and 
Cyprus have been screening 
their laws to ascertain the 
changes needed to make 
them compatible with £U 
legislation. 

Science and research, tele- 
communications and infor- 
mation technologies, educa- 
tion, culture and audio 
visual policy have been cov- 
ered in Poland's case and no 
significant problems have 
been turned up. 

It is in these fields that 
Poland would now like to 
start negotiations without 
waiting for the end of the 
screening process, which is 


Croatia rings 
the changes 
for telecoms 


By tariff Don, 

East Europe ConrapaMJwrt 


many of the thing s that the 
IMF wants them to do,” said 
one western banker. 

In such testing times Mr 
Yeltsin has seemingly been 
forced back into the arms of 
the country's so-called “oli- 
garchs”, who dominate big 
business and the media. 
Even their patience appears 
to be wearing thin, though. 

“The explicit message in 
the meetings of the ‘oli- 
garchs' is that they would 
hate to see Yeltsin running 
for a third presidential 
term," Mr Makarenko said. 


scheduled for the middle of 
next year. 

Poland's stance appears to 
he backed by the other appli- 
cants. “We all want to get on 
with talks as we feel that 
we're merely shuffling 
papers around while soon 
our citizens will want to see 
signs of progress,” said a 
senior Polish official. 

However, the Cardiff sum- 
mit revealed that several 
member countries, including 
Spain and France, are not 
enthusiastic about entering 
talks and this appears to be 
holding up the start of nego- 
tiations. 

Indeed, the final summit 
communique failed to issue 
a call, contained in the draft 
documents, for the applicant 
countries to prepare their 
negotiating positions ahead 
of substantive talks. 


Croatia is opening its 
telecommunications market 
with the award, expected 
later this year, of a second 
mobile telephone licence and 
the start of the privatisation 
process for HPT. the state- 
owned telecoms utility. 

Four consortia submitted 
bids last week for the coun- 
try's second GSM mobile 
telephone concession, with a 
decision expected by mid- 
September. HPT has a 
monopoly in the mobile 
phone market through Cro- 
ne t, a wholly owned subsid- 
iary. 

Cronet started operations 
in early 1996 and is already 
entrenched in the market, 
with 92,000 subscribers. It is 
seeking to increase this to 
240.000 by 2000. However, it 
is facing competition as 
same of the leading telecoms 
groups in central and east 
Europe try to break into the 
Croatian market. 

Deutsche Telekom, Matav 
of Hungary and MediaOne 
International, formerly US 
West International, are bid- 
ding for the mobile phone 
concession in the Zagltel 
consortium in alliance with 
INA, the Croatian state- 
owned oil company, and 
Zagrebacka Banka, the larg- 
est Croatian bank. 

France Telecom also has 
an option to buy into this 
consortium as part of its 
international alliance with 
Deutsche Telekom. 

INA and Zagrebacka 
Banfca each holds a 26 per 
cent stake in the consor- 
tium. The remaining 48 per 
cant is held jointly by Deut- 
sche Telekom with 28.3 per 
cent and Westel 900, the 
leading Hungarian mobile 
phone operator, with 19.7 per 
cent Westel 900 is a joint 
venture between Matav, 
' neighbouring Hungary's 
fixed-line operator in which 
Deutsche Telekom has a 
large minority stake, and 
MediaOne International- 

The Zagltel consortium is 
facing three rival bids for 


the licence: from VIP-Net 
Croatia; Enconet Interna- 
tional. a grouping of about 
10 mainly Croatian compa- 
nies Including HEP, the elec- 
tricity utility; and a consor- 
tium led by Rumeli Telecom 
of Turkey, which includes 
Glomina Banka and Gradska 
Banka, two small Croatian 
banks. 

The VIP- Net consortium is 
led by Mabilkooi of Austria 
with a 30 per cent stake and 
includes Western Wireless 
International of the US. 
Vecernji List, the largest 
Croatian daily newspaper, 
lngra, a Croatian engineer- 
ing and construction group, 
and HrYatska Postanska 
Banka, the Croatian Post 
Bank. 

The fee for the in -year 
mobile phone concession has 
been fixed by the Croatian 
authorities at 150m kunos 
leaving the rivals to 
compete on the technical 
quality of their bids Includ- 
ing investment plans, timing 
and coverage. 

Croatia is also planning to 
Bell a in per rent slake in the 
telecoms operations of HPT 
through an initial public 
offering tlPOi of shores in 
late 1999 or early 200U. 

The sale, which could 
value the utility at $ 1.1 bn- 
$2.2bn, will provide a much 
needed boost for the fledg- 
ling capital market. 

Stipe Hrkne. HPT director 
general, said parliament was 
expected lo approve legisla- 
tion to split the post and 
telecoms operations into sep- 
arate entities during the 
summer. International audi- 
tors are to be appointed 
soon, and the separation 
should take effect on Janu- 
ary 1. 

Legislation to privatise the 
telecoms operations should 
be put before parliament in 
autumn, and work on pre- 
paring the international 
share offering could begin 
early next year, Mr Hrkac 
said. The government had 
ruled out seeking a strategic 
foreign investor in favour of 
an international notation, he 
added. 
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Dream seat. R fobulous meal, a neni film on your 
personal tit, a phono call Pomp before reclining to 189 for 
a great night’s sleep, (or the freguent tram-tier, ft's the 
stuff that dreams are made of. Morning Calm Class is being 
progre-.siife(t) introducer! on B747- IGB and B777 aircraft. 

Visit uiu/at, kareanatr.com to find out mure. 
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Toll from Aids heaviest <Make il 


among the world’s poor 


P ha rmace u ticals ftnrespomfent 


Adults and chadten living with HfV/Aids 

Total SL6m 


Uneven access to HIV 
treatment is leading to a 
"looming divide" between 
rich countries, where the 
number of Aids deaths is 
falling, and poor ones, where 

people are dying in ever 

greater numbers, according 
to the first country-by-co un- 
try analysis of the epidemic. 

Of the estimated 30.6m 
people infected with HIV. 
the virus that causes Aids, 
21m live in sub-Saharan 
Africa and 6m in Asia, 
against only 860.000 in North 
America, according to data 
published yesterday by 
UN Aids, the joint United 
Nations programme on the 
disease. Moreover, in the 
developing world. 90 per cent 
of those infected are 
unaware they are HIV -posi- 
tive. making the spread of 
the disease more likely. 

The report, released before 
the 12th World .Aids Confer- 
ence which begins in Geneva 
on Sunday, warns that 
unless life-prolonging ther- 
apy Is made widely avail- 
able, most of those with HIV 
will be dead within a decade. 

Combination anti-retro- 
viral therapy, available to 
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many HIV patients in the 
industrialised world since 
1996, sharply reduces HIV 
levels in the blood, tbereby 
postponing the onset of 
full-blown Aids. But the 
so-called triple cocktail treat- 
ment. which costs up to 
£15.000 a year, is beyond the 
health budget or most devel- 
oping countries where the 
vast majority of HIV suffer- 
ers live. 

“This particular Aids gap 
shines the spotlight on the 
have-nots of the epidemic." 
said Peter Fiat, executive 
director of UNAids. “For 
nine out of 10 people living 
with HIV, the overwhelming 


issue is access to care - not 
just anti-retrovirals, but 
treatment for tuberculosis, 
diarrhoea and other Aids-re- 
lated conditions.” 

In western Europe, the 
number ctf new Aids cases 
peaked at about 25.000 in 
1994, before falling back to 
an estimated 15,000 last year. 
Of the 2 l3ih people who died 
of Aids in 1997, only a tiny 
fraction lived in the indus- 
trialised world. 

In many parts of Africa 
and Asia, the virus spreads 
virtually unchecked. In 
countries such as Botswana 
and Zimbabwe, a quarter of 
adults (defined as people 


between is and 49) are HIV- 
positive. The equivalent fig- 
ure is 0.7B per cent in the US 
and 023 per cent in western 
Europe. 

For most of the world, the 
epidemic is unlikely to have 
peaked. The number of 
people believed to have con- 
tracted HIV in 1997 was 5.8m. 
- 2.5m more than died of 
Aids-related illness that 
year. If all those people went 
on to develop full-blown 
Aids, the number of 

deaths would have nearly 
doubled in a decade. And 
worse is to come, says the 
report. 

Yet even in the developing 
world, access to information, 
condoms and basic health- 
care can halt the spread. The 
report singles out Uganda 
and Thailand as rare exam- 
ples or developing countries 
where HIV rates are declin- 
ing. In Uganda, an aggres- 
sive prevention programme 
has cut the prevalence rate 
from 13 per cent in 1994 to 
9.5 per cent last year. j 

“The overriding need is 
not only more money," said 1 
Or Piot. “It is, above all, 
political courage - deciding 
to move ahead with effective 
approaches despite cultural j 
constraints." 1 


a war 
crime to 
use child 
soldiers’ 


By David Buchan in London 


The recruiting and use of 
children below the age of 15 
as soldiers should be defined 
as a war crime in the cur- 
rent negotiations in Rome to 
establish a permanent Inter- 
national Criminal Court, 
Olara Ottumu, the United 
Nations Special Representa- 
tive for Children and Armed 
Conflict, said yesterday. 

Speaking after a London 
conference hosted by the 
British presidency of the 
European Union, Mr Otunnu 
also said that, given the lack 
of reliable birth certificates 
in much of the developing 
world, it would also be a 
good idea to raise the inter- 
national legal minim am age 
from 15 to 18 years. 

This was so that at least 
the recruiting and arming of 
the very young could be 
detected and prevented. 

Clare Short, UK develop- 
ment minister, said her gov- 
ernment backed Mr Otun- 
nu’s proposals, even though 
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Peterborough is the fastest-growing city in 
the country's fastest-growing region; and it’s still 
open for business, still attracting new companies 


in all business sectors. 
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CNT, England's largest owner of development 
land, can give you access to this strategic location. 

nee 

At the centre of an extensive network of road, 
rail, air and sea communications, Peterborough 
■ is one of the best-connected business centres 


in Europe, 


The historic Norman cathedral is now at 
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the heart of virtually a new city: the result of a 
dynamic approach to planning and design. 


and over £1 billion of investment. This has led 



to numerous new employment areas and an 
established business infrastructure. 


A wide range of prime development sites 
and a selection of modern office and industrial 
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premises are readily available. 

Talk to CNT. We're ready to help you find 
business success here in Peterborough. 


Uncertainty 

in Asia limits 


Opec options 


Robert Corzine reports from Vienna on 
what oil exporters must do if they are to 
break the current bear market psychology 


they would cause UK armed 
forces to review its practice 
of recruiting at 16. 

The tread towards wars 
inside poor countries was 

leading to increasing child 
recruitment as well as child 
casualties, Ms Short said. 
War in the past decade had 
killed 2m children, injured 
fim orphaned lm and made 
igm homeless. 

Mr Otunnu, a former 
Uganda foreign minister, 
claimed he was beginning to 
get some support for his pro- 
posals. 

In Sri Lanka, the rebel 
Tamil Tigers, for instance, 
had promised him they 
would not recruit below the 
age of 17 or use in combat 
those under 18, while the Sri 
Lankan government bad 
said it would not recruit 
below the age of 18. 
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The curtain rises today in 
Vienna on the oil world's 
version of political theatre, 
with 11 ministers from the 
Organisation of Petroleum 
Exporting Countries takin g 
centre stage in an effort to 
agree production cuts that 
will prop up teetering crude 
markets. 

Although oil prices have 
bounced back from the 12- 
year lows recorded last 
week, the ministers remain 
under intense pressure from 
their respective govern- 
ments. which have seen 
their revenues plummet this 
year: crude prices have 
fallen by more than a third 
from 1997 levels and are now 
well below even the revised 
oil price targets in the 
national budgets of most 
Opec states. 

The situation is such that 
even several non-Opec pro- 
ducers will be in the audi- 
ence in Vjpnna. Some, such 
as Mexico. Norway, and Rus- 
sia have co-operated to a 
degree with Opec's attempts 
to co-ordinate a series of 
global cuts. They too are 
feeling the financial pain. 

But they are a sideshow. 
All eyes will be on Opec’s 
performance over the next 
few days, and especially that 
of Saudi Arabia, the world's 
biggest crude producer. 

Although the exporters' 
group has traditionally per- 
formed best when under 
pressure, the script they 
have been handed is far from 
straightforward. 

The main storyline 
revolves around ways to 
reduce the record world 
crude stocks that have 
driven prices lower. But 
there are tricky sub-plots, 
the most complex of which is 
the uncertainty surrounding 
Asian economies. Nor is the 
script complete, as many 
analysts say there is no obvi- 
ous conclusion that would 
impress the critics - in this 
case world oil markets - 
while satisfying all Opec 
governments, some of which 
are said to be upset at the 
way Saudi Arabia, Vene- 
zuela and Mexico have nego- 
tiated separate cuts In the 
recent Riyadh and Amster- 
dam pacts. 


Yesterday Kuwait 
repeated its preference fora 
“shock” ending that would 
push prices - now around 
$13 for Brent, the North Sea 
bellwether, but which are. 
generally several dollars 0 -.\ 
barrel lower for most Opec 
crudes - well back into the 
$15-520 range in which they 
have moved for most of the 
past 10 years. 

Others may prefer to con- 
tinue the gradualist 
approach: even though it 
may take longer for higher 
prices to appear, it would 
not mean giving up as mm* 
market share to non-Opec 
producers. The problem, 
however. Is that it would 
probably be interpreted by 
oil markets as being indeci- 
sive, 

But such a conclusion 
would be in line with Opec's 
tendency to “bide its time 
and wait" for market condi- 
tions to improve. There is 
still a mindset in Opec that 
says let’s try to make histana j 
repeat itself," says one * 
western oil company econo- 
mist 

In recent weeks most 
industry analysts have 
argued that Opec must agree 
- and deliver on - a new 
round of big cuts if it wants 
decisively to break the pres- 
ent bear market psychology. 
The Petroleum Finance Com- 
pany, a Washington De- 
based consultancy, says 
Opec also needs to address 
structural issues, such as the 
effective return of Iraq to 
world oil markets, as well 
mak*» additional output cuts 
that would take Opec output 
down to just over 27m b/d, 
from around 28m b/d in May. 
Cambridge Energy research* 4 
Associates also argues thS 
“another real cut of at least 
lm b/d is required." 

But others believe that 
Opec has little room to man- 
oeuvre as long as it is per- 
forming against the back- 
drop of global economic 
uncertainty spreading from 
Asia. 

Philip Verleger, a US -econ- 
omist who monitors world 
oLT markets, believes Opec’s 
"problem Is Asia, and it wifi 
not get solved until Asia gets 
solved." 
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Iran oil revenue 
may fall 40% « 


By Rohm ABen in Tehran 


Iran's oil revenue in the 
fiscal year to March 20 1999 
may drop by more than 40 
per cent to $8.5bn if oil 
prices do not rise above the 
levels reached earlier this 
month, according to finance 
ministry officials In Tehran. 

Iran s heavy crude, which 
represents 60 per cent of pro- 
duction, sells at S230 below 
the price for North Sea 
Brent oil analysts say. while 
the price differential for 
Iran's lighter crudes is 
around SI 50. 

Iran s oil revenues 
amounted to $l5bn in the 
last year, representing 85 per 
cent of the government's 
hard currency earnings. 

Iran is producing 3.8m bar- 
rels a day. This represents 
Its Opec quota of 3342m b/d 
less the 140300 b/d it pledged 
to cuf from April l after 
Opec and non-Opec pledges 
to cut production following 
the _Riyadh : pact in March 
Iran has pledged to cut 
another 100.000 b/d from 
July I. following a visit to 
I lehr an last month by Ali 
Naimi, the Saudi oil minis- 
ter. 

Officials say Iran is export- 
top an annual average of 
-am bd. with the balance 
being refined for domestic 
consumption. The grade of 
crude is » per cent 
heai* and 40 per cent light 

Sales are mostly on one- 
5S®« «■*» *nn con- 

industry analysts and 
economists both imnde Iren 


and in Gulf Arab states are 
sceptical of these official pro- 
duction and export sales fig- 
ures. 

Because of oilfield and res- 
ervoir maintenance prob- 
lems, aggravated by US 
sanctions; Iran's actual pro- 
duction is said to be not 
more than 3.7m b/d. “But 
Iranian officials would lose 
face if they had to publicly 
acknowledge this ." one ana- 
lyst said this week. “They 
will not admi t, the produc- 
tion problems even In pri- 
vate." Iran does acknowl- 
edge however, imports of 
refined products from some 
Gulf Arab states in order to j 
cover domestic needs for petjjk ^ 
ro l and other middle distil * 
lates. 

Much of Iran's crude has 
traditionally been sold to 
Japan, but, said an analyst 
Japanese oil tr ading compa- , 
got stung by fixed price 
contracts after prices started 
sliding last December, and ? 
have been reluctant to 
renew on the same terms. 

It is also difficult to find 
buyers for Iran's heavy 
crude, which has a high sul- 
phur content South Africa 
has traditionally been a 
ready market because its 
refineries, built many years 
ago. can take heavy crude. 

But other refineries, includ- 
ing European ones have 
strict environmental stan- 


dards and limits on cnrtjgR J 
with high sulnhur content: S 


with high sulphur content? 
Chinese and Japanese refi- 
neries, are also reluctant to 
fake all the Iranian. bB3vy 
crude on offer. 
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FDA backs new TB treatment 


By Victoria firflRBi ta Boston 

The first new tuberculosis 
treatment in 25 years was 
approved yesterday by the 
US Food & Drug Administra- 
tion. Health officials hope 
the advance will curb the 
accelerating spread of the 
disease. 

The compound, rtfapentine 
- which will be marketed 
under the Prlftin brand - 
was developed by Hoechst 
Marion Roussel, the pharma- 
ceuticals division of Hoechst 

of Germany. The new drug 
substantially reduces the 
number of pills that tubercu- 
losis sufferers must take 
over a six-month cycle. 

Health officials hope this 


will ensure that more 
patients take all the drugs 
required for the complete 
eradication of the disease in 
the body. Failure to comply 
with the full course of treat- 
ment has been blamed for 
the rise of deadly drug-resis- 
tant tuberculosis, a phenom- 
enon the US Centres for Dis- 
ease Control in Atlanta has 
warned could lead to a 

"global health disaster". 

About 8m new cases of 
tuberculosis are diagnosed 
worldwide each year, accord- 
ing to the World Health 
Organisation (WHO), caus- 
ing 3m deaths annually. The 
WHO predicted earlier this 
year that in the absence of 
new treatments, lbn people 


could come down with the 
disease over the next 20 
years, leading to 70m deaths. 
Some 19,000 cases were diag- 
nosed in the US last year. 

The FDA approval comes 
just two weeks after 
researchers in Britain and 
France announced they had 

unravelled the entire gen- 
omic sequence of tuberculo- 
sis bacillus, a discovery that 
scientists hope will lead to 
new drugs and vaccines 
The current treatment of 
tuberculosis Is arduous. 

With existing drugs, patients 

must take four pills, twice a 
week for two months, then 
two pills once a week for 
another four months. 
Hoechst said that while 


Prlftin would still have to he 
taken over six months, the 
number of pills would be 
fewer. Patients taking rifa- 
pen tine in a South Africa 
study had a higher relapse 
rate than the control group 
- ID per cent as opposed to 5 
per cent - but none of the 
relapsed patients who used 
rtfapentine developed drug- 
resistant tuberculosis. 

The spread of Aids has 
contributed to a higher 
worldwide incidence of 
tuberculosis in the last two 
decades. 

About one third of all 
people Infected with HIV in 
developing countries die of 
tuberculosis, according to 
the WHO. As patients fail to 


complete their drug course, 
the bacteria, has mutated, 
and some strains are now 

Tmtnnnft to existing p harma - 
ceuticals. 

A study by the WHO, pub- 
lished in this month’s New 
England Journal of Medi- 
cine. found resistance to 
tuberculosis in virtually all 
countries. 

The highest rates of drug- 
resistant tuberculosis were 
found in Argentina, the 
Dominican Republic, India, 
and parts of eastern Europe 
and the former Soviet Union. 
Nearly 13 per cent of tuber- 
culosis cases analysed by the 
WHO were found to be 
Impervious to at least (me of 
four wristing drags. 


Fed official confident 
over China currency 


By Gerard Baker in Wastragtoa 

China would gain no 
advantage should it decide 
to devalue its currency in 
response to the recent slide 
in the Japanese yen, a senior 
official of the Federal 
Reserve warned yesterday. 

William McDonough, the 
president of the New York 
Fed, and an influential fig- 
ure in the US’s surprise 
intervention last week In 

financial markets to prop up 
the yen. expressed confi- 
dence Beijing would not suc- 
cumb to the temptation to 
devalue the renminbi 

"1 believe that it is not in 
China’s interest to devalue 
the renminbi yuan, and I 


believe the Chinese adminis- 
tration believes that as weU. 
It is not a question of 
whether they have to; I don’t 
believe they have to,” he 
said. 

Chinese officials have 
warned that the sharp Call in 
the yen over the last few 
months has put pressure on 
them to lower the value of 
their own currency to 
remain competitive in inter- 
national markets. 

But US and other officials 
have so far succeeded in per- 
suading Beijing that such a 
move would merely initiate 
another downward spiral in 
the canfimulng financial cri- 
sis in the region, to no one’s 
advantage. 


Mr McDonough was speak- 
ing shortly after returning 
from Tokyo where he and 
other swiifir Fed officials dis- 
cussed the continuing eco- 
nomic problems with their 

Japanese counterparts. 

US officials pressed Japan 
to do more to resolve its 
financial problems and to 
stimulate domestic demand. 
The Intervention last week, 
which succeeded in pushing 
the yen back ap from 
Y142=$l to about Y13G=S1. 
was intended to give the Jap- 
anese breathing space to 
deal more urgently with 
their economic crisis. 

“We provided them a win- 
dow of opportunity and l 
think it's important they 



McDonough: *window of apportmfty’ 


take advantage of It” 

To resolve the financial 
problems, mainly non-per- 
forming Ioann at hawks and 
other institutions, US offi- 
cials have b^en trying to per- 
suade Tokyo to do what the 
US did almost a decade ago 


cial crisis; transfer troubled 
property loans to developers, 
to allow banks to concen- 
trate on making new loans. 

Mr McDonough revealed 
that Japan's role hi the cur- 
rency intervention last week 
did not include the selling of 


during its most recent flnan- Treasury securities. 


Acquisition of the participating companies by Anglogold 
by way of Schemes of Arrangement in terms of 
Section 311 of the Companies Act ("the Schemes") 


The Schemes in terms of which: 

- existing shareholders of the Participating Companies will 

receive new Anglogold shares (in the ratios announced on 
30 March 1998) for their shares held on the Record Date; 
and - . 

- the Participating Companies will become wholly-owned 
subsidiaries of Anglogold, 

were sanctioned by the High Court of South Africa 
(Witwalersrand Local Division) on 23 June 1998. 

In respect of all of the Participating Companies, except 
Eastvaal, the Record Date is 26 June. For Eastvaal, the date is 
10 July. 

Subject to registration of all necessary documents (other than 
the documents relating to Eastvaal) by the Registrar of 
Companies on 26 June 1998, the Schemes (other than the 


Eastvaal Scheme) will become operative with effect from 
29 June 1998. 

In the case of Eastvaal, the relevant documents are expected 
to be registered by the Registrar of Companies on 10 |uly 
1998 and consequently, the Eastvaal Scheme will become 
operative with effect from 1 3 July 1 998. 

There will be a further communication to shareholders of the 
Participating Companies in the press following the 
registration procedure scheduled for 26 June 1998. 

• AC the end of September, Anglogold will move its 
corporate office from Anglo American Corporation's 
head office complex in Marshalltown, Johannesburg to 
11 Diagonal Street; In the city's CBD. 

Johannesburg 
24 June 1998 


Independent Financial Adviser to Anglogold 
SBC Warburg Dillon Hoad 

Independent financial Adviser to Ergo, Sandsrand, Freegoki and 
Western Deeps 

Standard Corporate and Merchant Bank 

Independent Financial Adviser to Eastvaal Joel and Soutiivaal 

FlrstCorp Merchant Bank Limited 


Legal advisers 
Webber VWsntzel Bowens 
Maponya Inc 

Joint Sponsoring Brokers In South Africa 
SBC Warburg Dfflon Read 
Smith Borkum Hare 

Sponsoring Broker In the United Kingdom 
SBC Warburg Dillon Read 



Warning 
on year 
2000 
bug 

problem 

By Naacy Dmne ta W ntiftmt o a 


The task of preparing 
European banks for the 
introduction of a single cur- 
rency, the euro, next Janu- 
ary was distracting many 
financial institutions from 
preparations for the year 
2000 computer problem, US 
nffiriaic mid yesterday. 

Bonnie Cohen, under sec- 
retary of state for manage- 
ment, said tbe UK. Austra- 
lia, and Canada were 
working aggressively to find 
solutions, but other Euro- 
pean countries were in the 
mid-range of the effort 
because they were dealing 
simultaneously with the 
euro. Other countries she 
did not name were denying 
that a potential problem 
even edsted- 

The problem, also known 
as Y2E (Year 2000), stems 
from the feet that many 
computer systems use only 


two-digit date systems and 
cannot differentiate between 
the year 1900 and 2000. 

It is particularly worrying 
because tbe global financial 



system is so interdependent 
that any break in the chain 
could disrupt international 
commerce. 

"Cross-border financial 
market activity is dependent 
on a large, geographically 
diverse aim high computer- 
in tensive global Infrastruc- 
ture,” mM Ernest Patrikis of 
tbe Federal Reserve Bank of 
New York. “Even those 
operations which remain 
strictly paper-based are 
likely to be dependent on 
power, water and telecom- 
munications utilities which 
must themselves address 
passible Y2K problems.” 

The Japanese are being 
slowed by banking deregu- 
lation, and other Asian coun- 
tries are being hindered by 
the regional financial crisis. 

The US is making consid- 
erable efforts to prepare, but 
it is not clear that all the 
critical systems in the US 
will be fixed in time, said Ms 
Cohen. 

"It is reasonable to «naiima 
that not all computer plat- 
forms from mainframes to 
personal -computers 
being addressed nor that 
embedded systems in build- 
ing management systems, 
security systems, process 
controls and pipelines have 
been Included in the level of 
efforts.” 

The Joint Year 2000 Coun- 
cil. one of the groups set up 
to deal with the problem, 
has warned of the shortage 
of skilled computer profes- 
sionals. As a mult the cost 
of hiring the personnel con- 
tinues to rise. 


NEWS DIGEST 


HAITI AND DOMINICAN REPUBLIC 


Old Caribbean enemies 
patch up differences 

The presidents of the Dominican Republic and Haiti have 
reached a number of agreements at a rare meting aimed at 
ending more than 100 years of hostility across their co mmo n 
bottler. Leone! Femfindez, president of 
lie, visited Haiti for three days for talks *** ™ 

Haitian counterpart, the first visit by a DomlnlcanRapubte ^ 
president to Haiti In almost 70 years, and ended wfo aocorta 
to fight narcotics trafficking, promote ^ 

resume a direct postal service suspended 60 years agO-Both 
countries have started work on a free trade agreement by 
implementing a pact to control customs fraud and harmonise; 

their customs systems. 

The strained relations are rooted in the Hartign occupation . 
of the Dominican Republic In 1822, 1 0 years after Havana 

a successful slave rebellion and established the first •• 
black republic. The Dominicans rebelled against Haitian rule 
and became independent In 1844, but have never forg iven i ^ 
their neighbours for the occupation. Canute James, Kingston 

MEDICARE 


Clinton unveils new rules 

President Bll Clinton yesterday unvefled.new protactions for 
the Medicare healthcare programme’s 38m beneficiaries. The 
new rules require health plans to guarantee Medicare pa tient s 
have access to specialists, keep medical records confidential 
and provide interpreters If needed. 

The rules are due to be published on Friday and take effect 
30 days later. Mr Clinton hoped his action would prod Con- 
gress Into approving legislation guaranteeing such rights toaS 
Americans. "This marks the most significant change in Medi- 
care in three decades. It shows what we can do whenwe put 
progress over partisanship,” the president said, food stamp 
legislation. 

The MecScare rules, intended to seA “uniform national per- 
formance standards”, are tighter than those governing private 
health insurance companies In many states and strengthen 
the protections In a 1997 Mecflcare law. AP, Washington. 


PUERTO RICO TELECOMS 

Strike ’will not affect sell-off 

The Puerto Rican government win not be deterred from com- 
pleting the sate of the island’s telephone company, despite a 
strike by the company’s workers who want it to stay in gov- 
ernment hands, said Pedro Rossello, the governor of the US 
possession. The Puerto Rican House of Representatives yes- 
terday started a debate on the sale which was approved by 
the Senate last week. Legislative approval is needed for the 
privatisation, in which a consortium led by GTE of the US is 
paying $T-8bn to take over the company. 

About 6,500 of the company’s 8,000 workers started an 
indefinite strike last week, trying to persuade legislators to 
block the sate. 

Unions said the Puerto Rico Telephone Company had been 
sold for less than ft was worth, and that the new owners 
would dismiss several thousand workers. GTE said It had no 
immediate plans for redundancies. Canute Janes 


EL SALVADOR, GUATEMALA 

Telecoms sell-off put back 

-B Salvador -has delayed. urrtil n^ month. privatisation of its 
State telephone network, while a similar sell-off ta Guatemala 
Is also likely to be held over until July. Both countries had 
previously said the sales would go ahead this month. The sale 
of El Salvador's CTE, one of two companies created from 
Ante!, the state carrier, is now set for July 24. B Salvador Is 
seek ing a minimum of S270m (E161m) for 51 per cent of 
CUE'S shares, and at least $12m for a similar stake in Intel. 

In Guatemala, where the go v er nme nt is selling up to 95 per 
cent of Telgua, the company said talks with potential buyers 
were taking longer than expected. Potential foreign bidders 
for CTE include France Telecom. Telia of Sweden, and Bell j 
South and Southwestern Bell of the US. Deutsche Telekom Is 
pre-qualified to bid in Guatemala, while GTE of the US, TeJ- 
mex of Mexico, and Telefonica of Spain are pre-qualifted In 
both countries. James Wilson, Panama City 
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WORLD TRADE 


eitem ’ Lockheed eyes new 
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Nato members 
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unveiis new rules 


By Atexamferffleofl fo London 
artCtafc Bofafcsfci ta Warsaw 

Lockheed Martin, the US 
defence contractor, is to 
form a Joint venture with 
Opthnus of Poland in the lat- 
est effort by western weap- 
ons suppliers to penetrate 
eastern -Europe. 

Under the venture agree- 
ment, due to he signed this 
week, Lockheed win market 
information systems 
together with Opthnus, a 
computer assembler listed 

On Poland's Stock exchange 
Yesterday the Opthnus stock 
price rose 6.6 per cent on 
news of the accord. 

US and west European 
arms makers have been 
devoting considerable mar- 
keting efforts to eastern 
European countries 
although they recognise that 
signi fi cant orders may be a 
long way off 


Poland, the Czech Repub- 
lic and Hungary are due to 
join Nato next year but have 
been told they do not n witi to 
spend heavily In the shmt 
term on re-equipping their 
armed forces in order to 
operate alongside «wri«Hng 
members ctf the aTHtmts* 

Though Poland intends to 
hoy fighter aircraft as part 
of a 15-year modernisation 
plan, it is in no hurry to 
place the order. 

Nevertheless, defence com- 
panies are actively market- 
ing their wares, with the 
F-16 being offered by Lock- 
heed, the F-1S by Boeing, the 
Gripen by Saab and British 
Aerospace and the Mirage by 


Lockheed's venture with 
Opthnus is likely to develop 
business which could be 
used as industrial offsets to 
aircraft purchases. 

British Aerospace, too, has 


told Poland’s Sfietec aircraft 
manufacturer it is wf&hg to 
consider purchase of parts 
for the Hawk trainer air- 
craft 

Arthur Johnson, a Lock- 
heed vicepresident, said In 
London yesterday the ven- 
ture with Optizous was an 
example of new models of 
collaboration in the defence 
b usiness, 

Lockheed is also seeking 
to build its presence in west- 
ern Europe, which Is seeking 
to consolidate its manufac- 
tures in order to rival Lock- 
heed and Boeing. 

Mr Johnson warned 
against creating a “Fortress 
Europe competing against 
a Fortress America” and 
said European and US com- 
panies should pool their 
efforts through partnerships 
in order to meet the 
rg g ni reppritg of the armed 
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By Samer tsfcaodar in Brussels 

The European Commission 
has again postponed a deci- 
sion on whether to twn 
chemicals contained in chil- 
dren's toys, raising concerns 
that eventual measures to 
protect consumers will be 
weak. 

• The issue, due to be dis- 
cussed at today’s weekly 
Commission meeting, hag 
been pushed back until July 
'1, or possibly July 8. The 
(delay is the second since 
‘ commissioners voted on 
June 10 against a total ban 
1 mi phthalates, recommended 
by Fnimfl B onfn o. the Euro- 
pean commissioner in 
charge of consumer policy 
and public health. 

Phthalates are a family of 
six chemical additives used 
to soften' PVC and improve 
its aspect Tests on animals 
have shown that two of 
them - DINP and DE H P •- 
are toxic and can cause can- 
cer when ingested. However, 
the rtnnggr to consumers is 


difficult to gauge, since 
there is no reliable method 
to measure the rate at which 
phthalates migrate from 
PVC to the human body. 

Environmentalists and 
consumer protection groups 
are calling for a total ban an 
toys containing phthalates. 
Ms Bonino has recom- 
mended a ban only on 
objects destined to be put in 
the mouth, such as babies’ 
teething rings. 

“This [delay] exemplifies 
the lack of serious and 
irnmMtiatP risk,” said David 
Cadogan of the European 
Council fur Plasticises and 
Intermediates, an industry 
association. 

Commissioners who 
oppose a total ban fear that 
such a drastic measure could 
he successfully challenged in 
the law courts. . 

“Ms Bonino needs time to 
work out a new proposal,” 
said a Commission official. 
“The legal aspect was the 
main weakness." 

Other possible measures 


include a Commission 
recommendation, which is 
not legally binding but urges 
EU member states to take 
action to protect consumers. 

Officials say bis Bonino 
could revive her proposal for 
a total ban, if she finds new 
harking from either scien- 
tists or legal experts. 

Both the Commission and 
the toy industry are await- 
ing the results, expected in 
late August, of a Dutch-led 
scientific experiment — the 
first involving humans. 

• A decision by the Com- 
mission on whether to allow 
the planned alliance between 
British Airways and Ameri- 
can Airlines is on the agenda 
for the July 8 meeting of 
commissioners. The- Com- 
mission is expected to 
ripmamri the companies give 
up 265-280 landing slots at 
London’s Heathrow »nd Gat- 
wick airports, substantially 
fewer than Karel Van Miert, 
competition commissioner, 
had been seeking. 


Japan’s 
fish slip 
through 
Apec net 

By TJ. Tan fa KDddns, 

WWsysb 


Trade ministers of the Asia 
Pacific Economic Co-opera- 
tion (Apec) forum ended two 
days of talks in Kuching, 
Malaysia, with a dispute 
between Japan and the rest 
of the group over market 
opening plans still unre- 
solved. 

The dispute centres on 
Japan's wish to opt out of 
two industry sectors - fish 
and forestry products - 
targeted for liberalisation 
under Apec’s Early Volun- 
tary Sectoral Liberalisation 

Launched by Apec leaders 
in fiawMifa in November 1997, 
the scheme targete 15 sectors 
for liberalisation by 2005. 
Trade In these sectors is 
worth $3J)00bn. 

Japan has indicated that if 
Will be hard tor it politically 
to open the fish and forestry 
product sectors. 

The scheme seeks to elimi- 
nate tariffs on forestry prod- 
ucts by 2003. For fish and 
fish products, tariffs are to 
be eliminated by 2005. 

Negotiations on these and 
seven other key sectors are 
to be completed this year, 
before tariff cuts begin in 
1999. The other sectors 
include chemicals, energy, 
iripHinii equipment and gems 
and jewellery. 

The US and the other 
members of the group have 
rejected Japan's request, 
saying that the nine key sec- 
tore should move as a pack- 
age for the scheme to be 
effective. 

The US, which is among 
the strongest proponents for 
speedy implementation of 
the market opening scheme, 
believes Japan will agree to 
participate fully in the pro- 
gramme. 

“The odds are Japan will 
participate but feels it is not 
ready yet," says Charlene 
Barsbefsky, US trade repre- 
sentative. adding that econo- 
mies are inter-dependent and 
pressure on Japan to join 
will increase. 


Better times for car parts makers 


ByJota 


The world automotive 
components industry is man- 
aging to increase operating 
profit margins despite car 
makers demanding price 
reductions of 8-4 per cent a 
year from their suppliers, 
according to a study* 
released by the Economist 
Intelligence Unit today. 

The average margin last 
year was 6 per cent, com- 
pared with the M per rent 
achieved by most car mak- 
ers. However, this may fall 
to about 4.5 per cent tills 
year because of an expected 
downturn in new car 
demand. 

Western European suppli- 
ers and fon«p in the North 
America Free Trade Agree- 
ment countries of the US, 


Canada Mexico fare a 
declining share of world 
components revenues within 
the two regions. 

With developed world car 
markets almost saturated, 
western Europe’s share of 
world component sates wfll 
foil from one third now to 
Si .3 pa- cent by 2005, and 
Nafta countries' Share from 
SL7 per emit to 293 per cent 
over the same period. 

This compares with 
increases in the Pacific Rim 
countries to 10.2 per cent 
from ?JZ per cent a rise in 

South America from 4.4 per 

cent to 5,1 per cent and from 
6.6 to 7.4 per cent in eastern 
Europe over the same 
period. 

The rise in profit margins 
has surprised the automo- 
tive industry because of 


exceptionally severe market 
conditions in which compo- 
nents makers are operating. 

Leading suppliers have 
been incurring sharply 
increased costs as a result of 
car makers devolving to 
them much of the responsi- 
bility for designing and 
developing parts. 

They are having to cope 
with demands for much 
Vii ghw quality standards by 
car makers. General Motors 
has pushed through a 40 per 
cent improvement in quality 
over the past two yeans and 
is moving towards setting a 
defect rate limit of 25 parts 
per million. 

Suppliers are having to 
invest heavily in comprehen- 
sive global manufacturing 
networks to meet car mak- 
ers’ demands for just-in-time 


component supplies. 

The study secs no prospect 
of sustaining profitability 
becoming any earner for the 
components makers because 
market pressures on the car 
makers themselves are 
increasing. 

However, overall demand 
for components, in both the 
original equipment and 
replacement markets, will 
rise in the long term because 
world car production will 
strengthen towards the end 
of the decade. By 2005 it will 
be 7 per cent higher than 
now at 402m. 

* World Automotive Compo- 
nents - Port l. The Industry 
(£735); Part II The Market 
(£695), Economist Intelligence 

Unit. IS Regent St. London 
SW1Y JLR. i Both publica- 
tions £7,26650) 


Decision looms on Telmex bid to 
connect with US telephone market 


Henry Tricks reports on the Mexican 
carrier's battle with US telecom groups 


A n advertising campaign 
aimed at 5m Mexicans 
living in the US has 
been gathering dust for 
months in the vaults of Tel- 
mex, Mexico’s largest tele- 
comm uni cations company. 

Telmex hopes to resurrect 
the campaign if the body 
that regulates the US tele- 
coms industry, the Federal 
Communications Commis- 
sion, grants it a licence to 
operate north of the Mexican 
border. An FCC ruling, one 
way or the other, is expected 
in coming days. 

For months leading US 
carriers such as AT ST and 
MCI have sought to block 
Telmex’s entry into the US 
market, saying they face dis- 
crimination in Mexico. 

The governments of both 
countries have weighed in 
on behalf of their respective 
carriers. Over the dispute 
hang s the threat that settle- 
ment could end np in the 
hands of the World Trade 
Organisation. 

For Telroex, an FCC deri- 
sion not to grant it "Section 
214 authority” to provide 
international service from 
the US, would, it says. 


nrwiprmtng the ability of its 
alliance with Sprint c f the 
US to compete with AT&T 
and MQ hi one of the busi- 
est cross-border phone mar- 
kets in the world. 

For the Mexican govern- 
ment, the issue is one of reci- 
procity. It opened up its 
phone market to interna- 
tional long-distance camera 
last year, and believes the 
US should do the same for 
Mexican companies. 

Last week. Javier Lozano, 
the new head of Mexico’s 
Federal Telec ommuni cations 
Commission, had his first 
discussions, by phone, with 
tqp FCC officials to discuss 
US access for Telmex. A 
Mwinm n ffjpiai said the con- 
versation was “very posi- 
tive". 

The FCC also sounded 
amenable. "We’ve had dis- 
cussions with the Mexican 
government and Mexican 
regulators over the course of 
the past few months.” said 
Regina Keeney, head of the 
Inte rnational Bureau of the 
FCC. “There is a strong 
desire on both sides to have 
Mexican carriers enter the 
US. We would like to be in a 


position to issue 214 as soon 
as possible.” In a letter to 
the FCC last month. Telmex 
argued it had complied with 
all the conditions placed 
upon it when the US regula- 
tors gave a preliminary rul- 
ing in favour of Section 214 
last October. It urged the 
FCC to grant it a licence by 
the end of this week. 

its IK rivals immediately 
counter-attacked, saying 
they had not been given the 
same treatment as Sprint on 
issues such as toll-free num- 
bers, as required by the FCC. 
MCI told the commission 
“anti-competitive condi- 
tions” had worsened in 
Mexico and said granting 
Telmex approval for entry 
'“would set a dangerous pre- 
cedent”. 


M 


Cl and AT&T have 
partnerships with 
Mexican companies is 
the Mexican long-distance 
market, but suffered steep 
losses in their first year. 

Both US carriers have 
sought to tie the Section 214 
decision to the rates Telmex 
charges them to complete 
calls in Mexico, where it still 
has a monopoly in local ser- 
vice. Rivals have claimed 
Telmex’s local interconnec- 


tion rates are the highest in 
the world, but Telmex. toe- 
ing hundreds of millions of 
dollars in lost earnings if it 
drops its fees, insists there 
will be no compromise. 

The rates issue was not 
expected to significant! y 
influence the FCC decision, 
even though the body has 
pressed far lower settlement 
fees between Mexico and the 
US. •'The rales have abso- 
lutely nothing to do with the 
FCC decision.” a Telmex offi- 
cial said. 

Telmex has said it would 
rather sacrifice entry into 
the US market than drop its 
interconnection fees further. 
That suggests a Section 214 
authorisation is not crucial 
to it in the short-term, and it 
has yet to unveil the size of 
its planned investment. 

But the Telmex official 
said if it was given the green 
light this week, it would 
begin an advertising blitz on 
July l. It plans to target the 
Hispanic market, particu- 
larly homesick Mexican 
emigres. The service will be 
Spanish-language only with 
a Mexican flavour. Even the 
operators would be based on 
Mexican soil, earning Mexi- 
can wages, in the border city 
of Tljuana- 
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Hong Kong 
retail sales 


Party politicians set the pace in Japan’s fi nancial r eforms cit>' 


fall by 15% 


Powerful bureaucrats 
are being challenged 
in policy-making. 

Michiyo Nakamoto 

reports 


By John RMdhg art 
Louise Lucas in Hoag Kang 


Hong Kong's retail sales fell 
by 15 per cent in April, the 
sixth consecutive year -on- 
year decline, tinder lining the 
sharp downturn in the econ- 
omy and confirming fears 
that the slump has extended 
into the second quarter of 
the year. 

Yesterday's gloomy sales 
figures came the day after 
Tung Chee-hwa, the territo- 
ry’s chief executive, 
announced a HK$32bn 
($4.1bn) stimulus package to 
revive the recession-bound 
economy. 

Markets reacted coolly to 
tbe proposals, which 
included a suspension of 
government land sales. The 
benchmark Hang Seng stock- 
market index edged up 0.19 
per cent, with gains limited 
by the news that Standard & 
Poor's, the US credit ratings 
agency, had placed 13 of the 
territory's biggest companies 
under review for a possible 
downgrade. 

“With the credit crunch at 
the moment, investors are 
very sensitive to credit qual- 
ity," said Kent Rossiter, 
senior investment adviser at 
Nikko Securities. He gave a 
mixed review of Mr Tung’s 
measures, with the positive 
impact on sentiment offset 
by concerns that the govern- 
ment is Intervening in the 

property market. 

While Industry analysts 
said they expected a decline 
in retail sales, the sharp fall 
In April demonstrated the 
damage to consumer senti- 
ment resulting from a big 


drop in property and share 
prices. Standard Chartered 
Rnnfc estimates more than 
HKHOOObn has been wiped 
off shares and real estate 
values since last July, about 
uraim per household. 

The HKS15.Sbn value of 
retail sales In April marked 
a 4 per cent fan on March. 
Worst hit sectors were cloth- 
ing and footwear, which fell 
by 26 per cent in value terms 
year on year. Supermarket 
sales bucked the downturn, 
rising by s per cent In value. 

T he slump in spending is 
taking a heavy toll on retail- 
ers. This week has seen dis- 
mal results from Dickson 
Concepts, the luxury 
retailer, which announced it 
bad taken provisions of 
HK$2Wm against Aslan 
Investments, some 12 times 
its profits last year. Yester- 
day, Lane Crawford, the 
upmarket department store, 
said net profits for the year 
to the end of March were 
just HK$1.4m, compared 
With HKS31.4m m 1996-97. 

Standard & Poor’s, which 
on Monday said it might cut 
Hong Kong's currency rat- 
ings because of concern 
about the territory's eco- 
nomic prospects and str ains 
on the financial system, yes- 
terday extended Its review to 
some of Hong Kong's biggest 
companies. These included 
Hutchison Whampoa, part of 
Li Ka-shlng’s business 
empire, Sun Hun Kai, the 
territory's largest property 
developer, and Wharf (Hold- 
ings), the conglomerate. 


See Comment & Analysis, 
Page 13 


I t is unusual, in the consen- 
sus-driven world of Japa- 
nese politics, for one man 
to make much of a difference 
in government policy. 

But n idham Yasuoka, a 
member of the ruling Liberal 
Democratic party, may be 
just such a m an. He heads a 
team of relatively young and 
little-known politicians 
charged by the LDP with 
drawing up a plan for deal- 
ing with Japan's heavily 
indebted bank sector. 

At the heart of it is an 
attempt to find a way to 
close down weak banks with- 
out triggering the type of 
credit crunch that would 
worsen the recession. The 
so-called "bridge bank” is 
central to the plan. 

Mr Yasuoka and his col- 
leagues' success in deliver- 
ing a credible programme 
will determine whether Ryu- 
taro Hashimoto, prime min- 
ister, will be able to make 
good on his public commit- 
ment last weekend to reform 
the financial sector and 
revive the economy. 

The stakes are high. Mr 
Hashimoto has been given a 
"window of opportunity" in 
the words of Larry Sum- 
mers, US deputy Treasury 
secretary. 

Mr Yasuoka and his team 
play a crucial role in this 
unfolding crisis. But their 
participation also signals a 
radical change in the culture 
of politics in which elected 
politicians, rather than 
bureaucrats, determine pol- 
icy. 

If the experiment folk it 
could lead to farther policy 
paralysis and more trouble 
for the economy. 



LDP team: Ok&taru Yasuoka (fefQ heads a group of youngish poSttduns, including Nobuteru IsWhara (centra) and Trfcuml Nemoto, 
charged with producing a party-Jnspfcad blue-print for the dabNaden banking sector 


‘Bridge banks’ seen as a possible solution to banking problems 


The term LBcezara &nko - 
bridge bank - was unknown a 
week ago but but today ft is 
mesmerising the political world, 
writes Gfifan TetL 

Japan’s Liberal Democra tic 
party hopes the “bridge bank” 
may be the solution to the 
country’s banking problem, as it 
would allow the government to 
dose weak banks without 
provoking a credit crunch. The 
proposed “bridge bank" would 


step In when a bank failed. The 
faffed bank’s bad assets would 
be sold off, perhaps by the . 
Resolution and Co Election Bank 
(a government body which 
already exists to sefl bad bank 
assets). The good assets would 

be absorbed by the “bridge 
bank", which would continue 
lending to healthy borrowers. 

This would ensure that 
solvent companies tfld not 
suddenly lose funds - and 


thus avert the sort of 
bankruptcies that occurred In 
Hokkaido when Hokkaido 
Tskushoku bank collapsed last 
November. 

More controversially, some 
LDP politicians want the “bridge 
bank” to take over “class two” 
loans ("probtefnatic” loans 
which era not yet bad, 
accordi n g to Japan’s banking 
code). 

The LDP has floated three 


There is little doubt that 
LDP patttidans have seized 
the initiative in financial 
sector reform from the finan- 
cial bureaucrats. "The poli- 
cy-making process has been 
completely changed," notes 
Yoshinobu Yamada, hanVfng 
analyst at Merrill Lynch. 

But Mr Yasuoka and his 
cadre face enormous obsta- 
cles in meeting the July 8 
deadline. First, says Mr Yas- 
uoka. “there is a lack of 
expertise in technical 


aspects [among our mem- 
bers]"- 

Mr Yasuoka htm«a»if is a 
former judge who served as 
parliamentary vice-minister 
of the Ministry of Finance in 
1980, and appears well quali- 
fied to tfllffl on the tank- His 
team also Includes Yasubisa 
ShioaaM, a farmer Bank of 
Japan official and Takuml 
Nemoto, a member of the 

LDP'S flnanr -0 mrnlct ry com- 
mittee. 

But LDP politicians often 


TOURISM PROJECT 1,000 VISITORS A DAY EXPECTED TO TRAVEL FROM SOUTH TO DIAMOND MOUNTAINS 


Hyundai chief to build resort in North 


By John Burton la Send 


It was a day of contrasts in 
the often-tense relations 
between North and South 
Korea. 

Chung Ju-yung, the 
founder of Hyundai and 
South Korea's richest man, 
announced upon his return 
from North Korea that he 
had received approval to 
develop a tourist resort at 
the North's scenic Diamond 
Mountains, with 1,000 visi- 
tors a day from the South 
expected to travel there from 
October. 

Meanwhile, Seoul was try- 
ing to salvage a sunken 
North Korean midget subma- 
rine it bad captured near the 
port from which Mr Chung’s 
happy tourists are expected 
to depart on cruise ships for 
his holiday spot in the 
North. 


The latest incursion by a 
North Korean submarine 
Into South Korean territorial 
waters is unlikely to sour 
the recent spirit of coopera- 
tion between the two Kareas. 

Kim Dae-jung. the South 
Korean president, yesterday 
said tbe nation should react 
calmly to the apparent acci- 
dental intrusion by the sub- 
marine. which the North 
said had been “wrecked” by 
faulty instruments during a 
training mission. 

The mood of co-operation 
was underscored when 
North Korea and the United 
Nations Command, which 
includes the US and South 
Korea held a high-level meet- 
ing for the first time in 
seven years on an initiative 
from Pyongyang. 

The UN described the 
meeting as “constructive" 
and “a good first step In 


establishing a crisis manage- 
ment Tnprhaninn to help pre- 
vent or deal with any mili- 
tary Incidents", such as 
straying submarines. 

The $120m-$15fen Hyundai 
tourism project in the North 
represents the first fruit of 
the new South Korean presi- 
dent's "sunshine" policy of 
engagement with Pyong- 
yang. 

Mr Kim has tried to 
encourage business ties with 
the North, based on the 
model of China and Taiwan, 
by recently abolishing a S5m 
limit on investments there, 
including easing restrictions 
on the supply of machinery. 

If the tourism project goes 
ahead, It would give South 
Koreans unprecedented 
access to a bit of Isolated 
North Korea since the two 
nations ended fighting in 
1963. 


Mr Chung's trip to the 
North, aided by a 3800,000 
donation of LOGO cattle and 
40,000 tonnes of com to feed 
its starving population, was 
considered a welcoming ges- 
ture by Pyongyang to the 
South's attempts at reconcil- 
iation. 

Tbe Hyundai founder is 
expected to return to Pyong- 
yang In September and be 
granted a rare meeting with 
the North's reclusive leader. 
Kim Jong-fL They will dis- 
cuss other proposed Hyundai 
investments, Including a car 
assembly plant, a ship break- 
ing yard, iron bar manufac- 
turing. and joint projects in 
third countries. 

Nonetheless, North Korea 
has not refrained from issu- 
ing bellicose statements to 
force the US to lift economic 
sanctions, which Pyongyang 
believes would encourage 


other nations to invest The 
South Korean president also 
urged the US to ease sanc- 
tion during a recent visit to 
Washington. 

Pyongyang recently 
threatened to resume its 
nuclear programme and 
export missiles unless the 
US agreed to establish trade 
relations. The warnings also 
reflect Pyongyang's unhappi- 
ness over the slow pace of 
heavy fuel oil deliveries 
promised by the US in 1994 
when the North agreed to 
mothball its nuclear plants. 

A refusal by the US Com 
gress to fingnra* fully the oil 
supplies has been the main 
cause far the delays. But the 
recent nuclear tests by India 
and Pakistan “have got 
Washington worried and are 
likely to persuade Congress 
to fund the programme to 
avoid another nuclear crisis 



Chung expecte d to return 


in Asia,” said a senior US 
official In Seoul 
Pyongyang's anxieties 
could also be eased once 
scheduled construction 
begins this autumn of two 
safer light-water reactors to 
replace older plutonium- 
producing models in the 
North under tbe terms of tbe 
1994 agreement 


CONTRACTS & TENDERS 
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offmam or treasury and rnuta 


Workers get organised 
over pay in Indonesia 




Unemployment predicted to soar to about 20m and acute poverty 
may affect a quarter of the population. Sander Thoenes reports 


REGISTRATION OF INTEREST 


The Sate Government of Victoria his announced its intention to sell the assets 
and undertaking of the Victorian Plantations Corporation (VPC) so as to facilitate the 
development of an internationally competitive Industry 

The vpc [images and harvest softwood and some hardwood plantation timber from three 
regional zones across the State of Victoria- the North East Zone (approx. 52.000 hectares of 
plantations), the Latrobe Zone (approx. 28,000 hectares - including 7.000 hectares at 
hardwood), and the Vestem Zone (approx 41.000 hectares}. 

The Government is now seeking Registrations of Interest in the sale of the VPC’s assets and 
undertakings. (The Government will consider bids lor the assets and undertaking of tbe whole 
estate or for any of VPC’s three regional zones). Registrants are required to identify the party/ 
parties registering interest, capacity; any relevant expertise or experience in timber related 
businesses, and the rejjon(s) which ks/are of interest 

SBC Warburg Dillon Read, the Government's advisers, are managing tbe transaction. Enquiries 
from interested parties should be directed to: 

Mr. Michael Lusis 


Director. SBC Warburg Dillon Read Australia Corporate Finance Limited 
level 8, 5J0 Collins Street 
MELBOWNE VIC 3000 
AUSTRALIA 

Telephone: 6 1 3 9242 6237 
Facsimile: 61 39242623132 


Selected registrants will be forwarded the information Memorandum, upon the 
execution of a confidentiality agreement, and will be requested to submit indicative bids 
in accordance with the requirements of the sale process The Government wffl shortlist 
registrants based on those indicative bids and following a reasonable due diligence period, final 
bids will be required. 

Interested parties are required to lodge their registration by 5 pm Eastern Standard 
lime Australia on Wednesday 3 July 1998 with Mr. Midtad Lush at the above 
address. 


.A copy of this adrertbemeni can also be seen at the VGPB web she at tatpivWreigpb.tic. gtre au 


Victoria ON THE MOVC 


T he youngsters who 
demonstrated at Sura- 
baya's local parlia- 
ment yesterday looked like 
the students who brought 
down former President 
Suharto, but they have the 
potential to bring down 

mnnh more than fmp man 

Now the workers are unit- 
ing, gathering the courage to 
demand a raise just as their 
employers are swamped by 
tbe biggest economic crisis 
in 30 years. While President 
B.J. Habibie’s promise of 
political reform promises 
improved labour rights, it 
also risks turning Into a 
whirlpool of social unrest 
that could unseat tbe new 
government. 

Much tar Pakpahan, the 
labour leader who was 
released from prison earlier 
this month, will give Indon- 
esia a foretaste of what is to 
come If he succeeds in 
attracting the promised 
10,000 workers in Jakarta 
today to demand Mr Habi- 
bie’s resignation. The Jak- 
arta’s military commander 
threatened to "cripple" than 
and moved in 25,000 troops. 

In Surabaya, the country’s 
second largest city, 25.000 
employees of the Maspion 
factories brought traffic to a 
halt for four days earlier this 
month during the country's 
largest strike in decades. 
Five thousand port workers 
followed suit last week. 

Yesterday some 3,000 
workers from two other fac- 
tories took their place In the 
courtyard of the local parlia- 
ment, where worker repre- 


sentatives were meeting 
with company directors and 
government officials. 

“They are following our 
example," said Sugianto. a 
young production manager 
at Maspion who was elected 
union leader at Maspion just 
after the strike. Maspion, 
which produces consumer 
goods, metal products and 
nhemtewi-g , agreed to a raise 
of Ttp2,000 (14 US cents) per 
day - a substantial rise from 


( lf the people are 
hungry, how can 
they read our 


cash flow 


analysis?’ 


the Rp4,400 most receive, but 
that was only at current 
exchange rates. 

Maspion says It works at 
30 per cent capacity and 
fears It may be forced to 
close by December leading to 
more job losses. “We have to 
make sure this company sur-. 
vrves, 1 * said Johny. Ibrahim, 
Maspian'fi assistant director. 
"This Is not a good time to 
demand a hike.” 

The World Bank this week 
predicted Indonesia’s unem- 
ployment would quadruple 
to 20m this year, not count- 
ing more than 50m underem- 
ployed. 

The World Bank estimates 
that a quarter of the coun- 
try's 200m people face acute 


poverty. "If the people are 
hungry, how can they read 
our cash flow analysis?" said 
Mr Ibrahim. 

Aware of the threat of 
labour unrest and eager to 
build legitimacy. Indonesia’s 
new government has ended 
tbe monopoly of tbe docile 
SPSI labour union, signed up 
to International Labour 
Organisation chapters and is , 
considering an Increase in 
tha mlnliwntn w ag e. 

The workers have seized 
the opportunity. Mr Sug- 
ianto was elected chairman 
of the factory branch of SPSI : 
after the workers threw out 
his predecessor, a company 
appointee. 

"SPSI is not very effec- , 
tive," he said. “It was 70 per , 
cent pro-management 30 per 
cent pro-worker. Now the 
worker is king.” 

In many other factories 
around Surabaya, new 
labour organisations sur- 
faced from underground last 
year to protest against a new 
labour law that further 
restricted worker rights. Sev- 
eral have founded umbrella 
unions in recent monthc 
. Inti, a woman worker who 
was fired for organising a 
strike, won her job bads; in 
court but has yet to be re- 
employed, joined the new 
Reformist Labour Union 
which claims branches in 20 
enterprises in Surabaya Tt 
used to be difficulty she 
said. "Whoever got organ- 
ised got fired, or arrested. 
They used to call us commu- 
nists. Now we can breathe a 
little - just a little." 


routes tor creating die “bridge 

bank." These Include: 

• tuning the RCS Itself Into a 
bridge bank, by giving It a new 
landing role. 

• turning a government-run 
financial institution, such as the 
Japan Development Bank, into 
the bridge bank. 

• merging several troubled 
private banks, such as the 
LTC8, to create a “bridge 
bank”. 


do not have the same broad 
experience of international 
financial markets as senior 

nffiriwla at the minis try or 
the central hank. “There are 
only about 30 MPs who have 
studied financial issues, 
compared with up to 200 
LDP members involved in 
agricultural or construction 
study groups," says Nobu- 
teru tthihara, a member of 
Mr Yasuoka's team. 

Neither do they have 
much experience- in policy 


formation, for which they 
have traditionally relied on 
bureaucrats. In particular, 
the ability of a small group 
of relatively young politi- 
cians - by LDP standards - 
to draw up crucial policy has 
never been tested before. 

“In ffie past, even when 
politicians set the direction 
for policy, the details were 
drawn up by bureaucrats," 
says Mr Mrihara. 

Obtalning tbe co-operation 
of bureaucrats, which Is cru- 


cial because they control the: 
flow of ini ormatton, has also 
proved challenging, Mr Iaht 
hara says-. Japanese, politi- 
cians lack & staff of their 
own and have to rely on 
Independent information and ' 
private advisers. - 

Without access - to key 
information, politicians 
remain beholden to the : 
bureaucrats. One reason the 
LDP took so long to address 
the issue of banks' problem 
loans is that "each tine toe 
LDP's finance division took 
up the issue, the bureaucrats 
told tts that the worst was 
over,** com p lai n s Mr Ishi- 
hara. The true extent, of . 
banks' problem loans is' still i: 
unkn own because of resis- 
tance by the banks, and the 
finance ministry, to full dfc- 

dosors. 

Bureaucrats are also capa- 
ble of sabotaging the efforts 
of politicians when they . 
sense that their authority is 
being threatened. 

But there are advantages 
to entrusting policy forma- 
tion to small groups of politi- 
cians. The first is speed. Mr 
Yasuoka’s team decided to 
advocate tax incentives fra 
problem loans in just 
months. Such a decision 
would have taken bureau- 
crats years, analysts note: 

Furthermore, politicians 
can come up with compre- 
hensive measures which go 
beyond administrative terri- 
tories. says Mr Yamada.-. 
Nevertheless, there is • 
deep-seated scepticism about . 
the politicians’ ability to 
deliver. “Some market par- 
ticipants have doubts about 
the Japanese govemmmit's 
ability to make and imple- 
ment policies,” notes Mr 
Yamada. 

With two weeks before 
their deadline, Mr Yasuoka's 
team has little time to prove 
that policy formation is 
really in the hands of the 
politicians. 
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Unemployment level 
soars in South Korea 




South Korea yesterday announced a 171 per cent rise in the 
number of unempl o yed to May compared with a year ago. 
Analysts said a further rise in the jobless rale, which hit a sea- 
sonally adjusted 7.0 per cent in May, was Inevitable as the 
country braced for massive restructuring of Rs corporate arid 
financial sectors. 

The National Statistical Office figures showed that the job- 
less rate in May rose sharply horn 2.6 per cent a year ago 
and 6.1 per cent In April this year. The figures showed 1.49m 
out of 21.72m eligible workers were without jobs In May. 
compared with 550,000 jobless out of 21.91m a year ago. 

South Korean officials have acknowledged that a significant 
rise In the jobless rate was Inevitable as restructuring prog- 
resses. Reuters, Seoul 
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JAPANESE INDUSTRIALIST 


Record inheritance tax paid 


The estate of Kanfchlro Ishfoashl, late president of Bridge- 
stone, the Japanese tyre manufacturer, was hit by record 
inheritance tax of Y113.5bn ($84 7m). accortfing to Japanese 
media. Quoting tax records. Japanese media said the levy 
was on assets left by Ishibashl, totalling Y164.6bn. Japan's 
previous record Inheritance tax was Y85.4bn levied on the 
assets of Konosuke Matsushita, founder of Matsushita Electric 
Industrial, after his death in 1989. 

teWbashl’s three sons shared the inheritance, which 
included land and wort® of art left by their father, who died in 
1997 at the age of 77. Ishibashl was the eldest son of Bridge- 
stone founder's Shofro bhibashi. Reuters, Tokyo 


Buildin- 

societies 


rapped in 
"atchdoe 


-t=i a* v 


S.-S7,- 

itaa 


- : SAY* 3 
to 


1 . 1 

4 fill ttjoSl 
•*.-? uj,-. Ua'-I 


AUSTRALIAN STRIKE 
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Dock dispute nears end 


Australia’s bitter waterfront dispute headed to a dose yester- 
day when union dockworicera In Melbourne voted to accept a 
sedfement deaL “We have achieved ovwwheJmlng support for 
this document, “ safd John Coombs, the Maritime Unton of 

8 five ~ tKXjr "wefoiS with members. 
The MUA and Australia's second largest stevedore, Patrick, 
have locked horns for the past six months In the country’s 
most divisive industrial dispute in decades. 

, cached a head in April when Patrick sacked Its 

1,400-strong workforce In an attempt to break the union's 
mowpofy and boost the efficiency of its wharves. The union's 
rerobon was to blockade Patrick’s wharves through most of 

^? 500fT1 (US* 310 ") worth Of 
goods. Patrick s workforce was reinstated by court order last 
month. Mr Coombs said if the deal passed its remaining hur- 
^2? fufl-time employees wouWbenSde 
^™^ t ?^f‘. 0, ^ andir rg negation between the partte 
wouki be dropped. The agreement would also allow Patrick to 
outsource co ntr ac t waterfront jobs. W1CK ” 

Aura’s largest rargo handler P&O Australia tslfketyto 
seek simitar concessions from the union when ft negotiates a 
pay deal later this year. Reuters, Mehoume 
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Darwin-Melboume rail link 


Mhrter John Horn* Calmed yestartw that 
® «7MkM, prhste sector proposal to build a |SS!, 
between Darwin and Melbourne was now 
“becoming reality". He said Australian 
totidor (M* which drew 
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City taken Weight of history lifts off the shoulders of Sinn Fein 


by surprise 
as deficit 
hits $5.4bn 


Jimmy Bums finds' candidates belonging 
to the political wing of the IRA in relaxed 
mood before historic N Ireland elections 




By Richard Adams 
and Jnfiette Jowft 

An. expanding trade gap. 
record levels of spending by 
UK tourists overseas awfl a 
jump in contributions to the 
European Union conspired 
to push, the US deeper into 
the red at the beginning of 
the year. 

The balance of payments 
worsened in the first quarter 
of this year, as the current 
account recorded a deficit of 
£SJ2bn f$5-34hn), twice that 
expected by financial 
markets. 

The latest national 
accounts, also published yes- 
terday by the Office for 
National Statistics, revised 
Up the annual rate of eco- 
nomic growth in the first 
quarter, from 23 per «wtt to 
3 p ear cent. But the quarterly- 
rate of growth remained 
unchanged at 0.5 per cent 

Domestic demand rose by 
L3 per cart in the first quar- 
ter compared to the previous 
quarter, the QNS said. But 
the economy was held bach 
by the deficit in trade equiv- 
alent to 0.7 per cent of GDP. 

The new figures did little 

to dhangw City nptnip n that 
the monetary policy commit- 
tee of the Bank of England, 
the UK central bank, will 
need to raise interest rates 
at least once more time, 
probably at its next meeting 
on July 9i 

“The MPC will have to see 
dear signs of weakening in 
domestic demand, together 
with a less tight labour mar- 
ket apd weaker wage infla- 
tion pressures, before it can 
be confident that interest 
rates do not need to rise any 
further, " Goldman Sachs, 
the US investment bank, 
said yesterday. 

The figures caused market 
analysts to rethink their 
forecasts for 1998‘s total cur- 
rent account deficit The 
Organisation for Economic 
Co-operation and Develop- 
ment, whose latest report on 
the UK economy was pub- 
lished yesterday, predicted 
the deficit will widen to 1 
per cent of gross domestic 
product this year and L3 per 
cent next year, or £8bn and 
£l&5bn respectively. 

The OECD’s country 
report predicted that the UK 
^ economy is heading for a 

Building 
societies 
rapped by 
watchdog 

By Ctefetopter Browirttans 
in London _ _ 

Efforts by building societies 
- mutually-owned home 
loans and savings institu- 
tions - to capture the moral 
high ground in their battle 
with banks were dented yes- 
terday when the Building 
Societies Ombudsman 
atta cked some of their mart- 
gage-end savings practices. 

Brian Murphy’s comments 
ramp as complaints to bis 
office rose to a record 15,478 
in the year to March 1998 
from 14*983 a year earlier. 

Mr Murphy said he was 
“deeply concerned" about 
“the confusion and complex- 
ity’* surrounding cut-price 
mortgage offers. 

He said some borrowers 
were not sufficiently aware 
of the stringent redemption 
penalties attached to their 
mortgages because societies 

were not explaining their 

offers dearly enough. 

The ombudsman found- in 
favour of societies in two- 
thirds of cases. 

He noted that complaints 
had only risen because of 
the impact of last year s 
wave of conversions of build- 
ing societies to banks, as 
conversion-related com- 
plaints rose to 7,204 from 
4442. 


Resilient pound 
surges ahead 

The pound Is proving 
remarkably rasStem, despite a 
recant consensus foat ft would 
tamely ease to DM2.70 or 
below. Daniel Dombey writes. 
Yanked up by a surprise 
interest rate rise and 
expectations of more increases 
to come, sterling is now again 
parched at about DM340, after 
sflefing against the D-Mark last 
month. 

Yesterday’s current account 
figures gave the pound only a 
momentary pause - it ended 
London trading at DM2.9997. 
The growing confidence about 
the euro, the ovrency whose 
difficult gestation helped fuel 
storting's initial rise against the 
D-Mark, has also been brushed 
asida. 

Nevertheless, many analysts 
warn that the pound’s present 
strength is Dktiy to prove 

brittle. 

At its June meeting, the 
monetary policy committee of 
the Bar* of England, the UK 
central bank, increased rates a 
quarter of a percentage point, 
to 7.5 per cent 


slowdown over the next two 
years. The Paris-based inter- 
national organisation fore- 
cast GDP growth to be just 
1.7 per cent this year, and L8 
per cent in 1999. But the 
weaker growth may not be 
enough to prevent a rise in 
inflation because of rising 
Wages swd s pending 

“The current situation 
poses a serious challenge far 
the conduct of monetary pol- 
icy. Despite the considerable 
tightening of monetary pol- 
icy, domestic demand has so 
far not slowed much and the 
labour market hag continued 
to tighten rapidly," the 
OECD said. The report was 
written before the govern- 
ment’s announcements an 
the minimum wags and fis- 
cal policy. 

DeAnne Julius, a member 
of the MPC. told a London 
audience yesterday that the 
Bank of England had yet to < 
gain foe respect earned by 
the Bundesbank and the US 
Federal reserve. 

Editorial comment. Page 13 


O f the many photo 

opportunities during 

the election campaign 
for Northern Ireland's new 
assembly, few were arranged 
with as much forward plan- 
ning and carried such sym- 
bolic significance as that of 
foe 38 Sinn F6ta candidates 
who posed in front of Bel- 
fast's C5ty Ha!L 
Just a few years back, foe 
former Irish Republican 
Army prisoners included in 
the group would have looked 
at this f earner bastion of pro- 
British. Unionist political 
dominance as a legitimate 
military target Now - some 
of them in suits — 

they posed and visi- 

bly relaxed, as if a huge 
weight had been lifted from 
their shoulders. 

The photograph, repro- 
duced in Sbm Fein’s election 
manifesto under the twa^T-ng 
“Ready far Government", is 
at the heart of the party 
leadership's strategy as it 
prepares for Thursday’s elec- 
tion. 

Ever since Sinn Fgin’s par- 
ticipation in the 1918 afi- 
Ireland general election, the 
party has, through a mixture 
of self-denial exclusion, 
been denied tangible power 
in the politics of Northern 
Ireland. It is now within 
sight of winning at least 17 
seats in foe new assembly 
and two ministerial posts in 
the new exec uti ve: 

One of the candidates vir- 
tually certain to be elected 
to the new assembly is Gerry 
Kelly. Sentenced to Ufa 


imprisonment few his part in 
the 1973 IRA bomb attacks 
on the Old Bailey - London's 
central criminal court — «nH 
New Scotland Yard, the Lon- 
don police headquarters, Mr 
KaHy was released from the 
Maze prison in Belfast. 
Northern Ireland's principal 
city, nine years ago. Subse- 
quently, he joined in negoti- 
ations with the British and 
Irish governments which 
helped bring about the IRA 
ceasefire. 

“We decided to devise a 
political strategy based on 
conflict resolution. We could 
all stfll make a mess of it, 
but we need to impress upon 
people that the Irish are not 
intrinsically warlike," says 
Mr Kelly, the Sinn Ffin can- 
didate in nn| tl i Belfast 

The party’s candidates 
rnUr abo ut the assembly as a 
transitional stage towards a 
united Ireland. But the most 
noticeable aspect of their 
campaign has been the 
extent to which they have 
relished the prospect of polit- 
ical power within Northern 
Ireland itself. 

Martin Meehan, a former 
IRA nnmmstnflpr tamed Sinn 
F6in candidate, is confident 
of being elected In South 
Antrim. “No-one on the 
doorstep has asked me, 
‘When are you going back to 
the armed struggle?’ They 
want to know about our 
environment policy, how 
we’re going to keep the 
youth out of drugs, and want 
ns to ensure that the Good 
Friday agreement promises 



Ml 38 Sinn Wan candidates in front of Belfast City Hal with a statue of Queen Victoria in the background. Below: Gerry Kelly, once 
Imprisoned for London bombings, canvasses for wtes in north Belfast yesterday Pramata/PA 


on justice and equality 
are implemented in the 
assembly." 

The cover of Sinn Fain’s 
manifesto - in which there 
is not a single mention of 
the IRA - tells its own story. 
One photograph shows 
Gerry Adams, foe party’s 
president, shaking hands 
with Nelson Mandela. The 
other shows him being pat- 
ted qd foe shoulder by Presi- 
dent Clinton. 

As be tries to take his 
party into the future, Mr 
Adams is clearly hoping that 
the “struggle" of the past 
has not been all in vain. 
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TRANSPORT GO VERN MENT DEPARTMENT ‘BAD PARTNER’ FOR PRIVATE SECTOR^ 

BAA chief attacks Treasury 


By Charles Batchelor, 

Transport Corre sp o nd ent 

Sir John Egan, chief 
execu tive of BAA, the air- 
parts operator, attacked the 
Treasury as being "a bad 
partner’' far the private sec- 
tor at foe official opening of 
the high-speed Heathrow 
Express .rail link yesterday. 

He was speaking after foe 
inauguration of the £44 Om 
link — between Heathrow 
airport and Pa d di n gton sta- 
tion in central London -her- 
alded by Tony Blair, prime 
minister, as a “model” of the 
government’s public/private 
partnerships. 

Sir John said he looked to 
Labour to change foe Trea- 
sury’s attitude to funding 
transport projects such as 
Heathrow Express. “The 


Treasury is a very bad part- 
ner," he said. “They don’t 
take any risk. They don’t put 
any money up, but expect a 
reward. I am hoping this 
Labour government can 
makg changes in the Trea- 
sury which w&l allow these 
changes to take place” 

Sir John’s remarks reveal 
a considerable suspicion 
amnng senior b usine ss lead- 
ers about foe extent of the 
cultural change which has 
happened at the Treasury 
under Labour. 

John Prescott, deputy 
prime minister, has been 
audited with convincing foe 
Treasury of the need for a 
more flexible approach, per- 
suading it to provide a guar- 
antee for £3Jhn of laivate 
sector funding needed for 
the Channel tunnel rail link 


between England and 
France. 

Mr Blair described the 
Heathrow Express link as “a 
model of the type of public- 
private partnership. It is a 
way foe private sector can 
make a contribution to foe 
transport system of the 
country. We can write our 
own script for public trans- 
port.” 

Mr Prescott said later that 
under the previous govern- 
ment "stupid Treasury 
rules” had forced British 
Bail, foe public sector train 
operator, to withdraw from 
the project 

When Heathrow Express 
was set up to 1992 BAA held 
70 per oeat and BR 30 per 
cent But in July 1996, dur- 
ing foe privatisation of BR, 
BAA took full central of the 


project.paying £19.6m for 
BR's stake. 

“BR backed out doe to stu- 
pid Treasury rules." said Mr 
Prescott “I have changed 
some of the Treasury rules. 
They would now allow BR to 
stay in. We have got a chan- 
cellor who is prepared to be 
radical about changes." 

Mr Prescott stressed the 
importance that private sec- 
tor funding would have in 
achieving the government’s 
transport objectives. Sir 
John said BAA hoped to 
attract other partners, 
including the government, 
for same of its other plans 
for rafl and bus connections 
with Heathrow. 

Heathrow Express pro- 
vides a 15-minute direct con- 
nection between Paddington 
station and Heathrow. 


Warning 
on inward 
investment 
for Scots 


Official clashes with MPs on arms-to- Africa 


By Andrew Parker, 

PoSUcai Correspondent 

Sir John Kerr, foe Foreign 
Office permanent secretary, 
clashed with MPs yesterday 
over the “ansa to Africa” 
affair, after he repeated his 
refusal to answer questions 
because of an independent 
inquiry set up to look into 
the affair. 

The House of Commons 
foreign affairs select commit- 
toe, which was involved in a 
third confrontation with Sir 
John, is expected to issue a 
report tomorrow which will 
criticise Robin Cook, the for- 
eign. secretary, for refusing 


to hand over FO telegrams 
about the affair. 

The report is expected to 
ask MPs to decide whether 
Mr Cook should be ordered 
to produce the telegrams. 
Select committees cannot 
require disclosure, but the 
Cqzzzzdods CSff. 

It also emerged yesterday 
that the independent Inquiry 
into the affair is working out 
erf a building occupied by foe 
Department of Trade and 
Industry. Din civil servants, 
and possibly ministers, win 
give evidence to Sir Thomas 
Legg, the former civil ser- 
vant heading the inquiry. 

Vic Clayton, the inquiry 


secretary, said the offices 
close to Westminster were 
privately owned. The inquiry 
was using foe ground floor, 
and the DTI the first floor. 
They shared a common front 
door, but the inquiry suite 
bad lockable doors. 

Sir Michael Howard, oppo- 
sition Conservative party 
spokesman on foreign 
affairs, said the disclosure 
underlined the need for a 
public inquiry. 

Sir John also said that 
because of a shortage of For- 
eign Office staff outside the 
UK. British companies could 
be failing to secure new 
export markets. 


He told the committee that 
the FO’s CL bn ftLBTbn) bud- 
get had been squeezed 
repeatedly over the past 20 
years. "You can hear the 
pips squeaking," he added. 
Gordon Brown, the chancel- 
lor of foe exchequer, is seek- 
ing significant cuts to the 
FO budget. Sir John said the 
budget had declined by 14 
per cent in real terras since 
1992. The number of FO staff 
had declined by 25 per cent 
since the last Labour govern- 
ment to 5&0. 

He highlighted how 
France and Germany had far 
more diplomatic staff in 
eastern Europe than Britain. 


“In countries like these we 
do need to be out and about, 
spotting the opportunities 
for future business for Brit- 
ish firms.” 

In the US, Sir John said 
FO staff had been “trimmed 
to foe bone". The number of 
people in Washington had 
been cut by a third between 
the mtd-19805 and the mid- 
1990s. Latin America had 
also suffered. 

In Beijing, China, the FO 
could provide a “political 
brieT to a British company 
seeking new export markets. 
But the FO was “not ideally 
equipped” in Shanghai or 
Guangzhou. 


PRIME MINISTER’S OFFICE CHIEF PRESS S ECRETARY DE FENDS ROBUST TACTICS SINCE GENERALELECTION 

Murdoch briefing tapes ‘unlikely to exist’ 


By Uaao HaBgaa, 

Posted C on as p o rtf 

Alastair Campbell, the prime 

minister’s chief press secre- 
tary, last night mounted a 
strong defence of the robust 
tactics used by the Downing 
Street press office since the 
genera) election. 

He also foiled to kill con- 
troversy over Tony Blair’s 
relations with Rupert Mur- 
doch. the media tycoon, 
when he said important 
tapes of journalistic brief- 
ings on the subject were 
“highly tmhkely’’ to exist 
Mr Camp bell, widely critic- 


ised fw allegedly using his 
taxpayer-funded post to 
launch partisan attacks on 
opponents, denied he was 
behind alleged descriptions 
of Gordon Brown, the chan- 
cellor of the exchequer, as 
“psychologically flawed". 

He also told the House of 
fYirmunuft public administra- 
tion committee that he never 
briefed against other cabinet 
colleagues - a sentiment 
undermined by complaints 
from Clare Shari, Interna- 
tional development secre- 
tary, that government spin- 
doctors were “vultures who 
pluck out my ayes”. 


David Rnffley, an opposi- 
tion Conservative party com- 
mittee member, pressed Ur 
Campbell on allegations he 
misled journalists about a 
telephone call between Mr 

Blair and Romano Prodi, the 

Italian prime minister, relat- 
ing to a business deal of 
interest to Mr Murdoch. 

Mr Campbell Mid he may 
have described reports that 
Mr Blair had “intervened" 
on behalf of Mr Murdoch by 
talking to Mr Prodi as 
“balls" and “crap". 

' But he denied the answer 
was misleading, stressing 
that Mr Blair bad taken a 


call rather than made one. 
Dismissing the reports as 
“not serious”, Mr Campbell 
said: “I cannot disclose the 
rnnfenis of the phone eaw as 
both prime ministers agreed 
it was confidential" 

When Mr Ruffley 
demanded to know if the 
committee could hear tapes 
of his briefing, Mr Campbell 
said: "We do summaries, not 
transcripts,” adding it was 
“highly unlikely" the tapes 
still existed. 

He said he would consult 
Sir Richard Wilson, cabinet 
secretary, before he could 
agree to Mr Ruffle’s sugges- 


tion that in future such 
tapes be kept 

Mr Campbell said he 
agreed with Betty Booth* 
royd, the Commons Speaker, 
that the problem of leaking 
and trailing policy 
announcements was getting 
worse. 

But he stressed that he did 
not carry out either activity. 
“It’s just a fact of life . . . this 
problem has existed for 
years and years and years," 
be said. He denied his post 
had become “over-politi- 
cised'’, masting he played a 
“reactive rathe' than proac- 
tive" role over party events. 


By James Buxton 
m Edinburgh 

Inward investors are 
planning to create more jobs 
in Scotland than at any time 
for nearly two decades, the 
government said yesterday. 
The value of new inward 
investment schemes agreed 
in the year to Marti 1998 
was dose to record levels at 
about £lbn ($L7bn). 

But Locate in Scotland, 
the inward investment 
agency, warned that it 
would be hard to sustain 
such levels in foe next few 
years because of the eco- 
nomic crisis in east Asia, i 
Brian Wilson, foe Scottish i 
industry minister, said foe 
task of attracting inward 
investors would become 
more difficult as competition 
for projects increased. 

Inward investors last year 
promised the creation of 
14,500 new jobs and the safe- 
guarding Of 3,400. But this 
figure is boosted by foe 8.250 
jobs planned by companies 
based in England that 
Locate in Scotland classifies 
among European inward 
investors. About 7,000 of 
these Job® are in call centres, 
many of them attracted by 
US’s office in London. 

Scotland has already felt 
the effects of tbe Asian cri- 
sis, with Hyundai, the Kor- 
ean company, postponing 
the opening of a semiconduc- 
tor plant for a year. In May 
tbe Taiwanese electronics 
company Llte-On made two- 
thirds of the 350 staff redun- 
dant at a recently opened 
plant. 

Martin Togneri. head of 
LIS. said the organisation 
would continue to court 
potential investors in east 
Asia. But he said US was 
continuing “to devote a lot 
of effort to the North Ameri- 
can market, which is highly 
competitive”. 

Altogether, US companies 
said they would invest 
2560m. involving 6.500 jobs 
created or safeguarded, 
many of them from comp- 
anies already operating in 
Scotland such as IBM, Com- 
paq and Seagate. 

• Firstplus. the US finan- 
cial group, is to set up Its 
European headquarters in 
Cardiff, south Wales, in a 
£ 10 m investment, which will 
eventually create about 500 
jobs. 
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WORLD CUP 


★ 


FINANCIAL TIMES WEDNESDAY JUNE 24 1998 


CRUNCH TIME FOR QUALIFYING CHILE TAKE SECOND SLOT WITH A DRAW AGAINST NINE-MAN CAMEROON 


Unconvincing Italy come out 

Group B: Chile 1 Cameroon 1 
Group B: Italy 2 Austria 1 


Li onhe art Patrick Mbotna (centre), Cameroon’s goatecwer, surges through the Chlean defence Reuter 



After 34 games and 85 goals, 
the cast list for France 98's 
first knockout-stage fixture 
has emerged from the beat 
of battle. This Saturday in 
Paris. Brazil - winners of 
Group A - will play Chile, 
who earned the dubious 
reward of a meeting with the 
tournament favourites after 
drawing with Cameroon in 
Nantes yesterday. 

The Africans, who came to 
life too late in this World 
Cup to save them from on 
early return home, were 
reduced first to 10, then nine 
men by red cards. 

Meanwhile Italy, who nar- 
rowly defeated Austria in a 
dull affair in Paris, awaited 
the results of the evening 
games to discover their 
opponents in the second 
round. Their poor perfor- 
mance against a doughty 
Austrian side suggests the 
azurri may not progress 
much further. 

As if Chile's task this 
weekend was not daunting 
enough already, yellow cards 
picked up in Nantes mean 
the team will be missing 
three key players for the all- 
South American tie. Mid- 
fielder Nelson Parraguez and 
the exciting wing-backs 
Francisco Rojas and Moises 
Vfllarroel will have to sit out 
the match. 

On a hot and sunny after- 
noon at the Beanjoire sta- 
dium, with the thump of 
African and Latin American 
drums providing a constant 
backbeat, the spectators 
were treated to an enthrall- 
ing game. Cameroon created 
the early openings, but it 
was not long before Marcelo 


Salas and Ivan Zamorano, 
ably backed by the influen- 
tial Jose Sierra, began to 
work their magic. A goal 
looked inevitable and it 
came in the 20th minute 
when, following a foul by 
Rlgobert Song on Zamorano 
just outside the Cameroon 
penalty area. Sierra curled a 
gorgeous left-foot shot into 
Jacques Songo'o's top 
left-hand comer. 

Chile's dominance proved 
short-lived as the Indomita- 
ble Lions began to live up to 
their nickname. They 
launched a series of imagina- 
tive counter-attacks, with 
Francois Omani Biylk and 
Patrick Mboma leading the 
line gallantly. After the 
break, the Africans picked 
up where they left off as 
Mboma’s snap volley tested 
Nelson Tapia in the Chilean 
goal. Although Cameroon 
earned their first red card 
when Sang was sent off for 
elbowing Salas, they drew 
level on 55 minutes when 
slack marking allowed 
Mboma to head past Tapia. 
Minutes later, Biytk had a 
second goal disallowed for a 
posh on Ronald Fuentes. 

The decision was harsh, 
but Cameroon were not dis- 
heartened. and Biyik almost 
scored when his strike hit 
the side netting. In the clos- 
ing minutes, Cameroon were 
reduced to nine men after 
the substitute Jean-Jacques 
Btame earned a red card far 
a foul on Salas that was so 
late it almost missed the 
Christmas post. 

It was a sad end to the 
team's brave performance. 

In the afternoon's other 


game, played at a subdued 
Stade de France north of 
Paris, Austria produced yet 
another a last-minute goal, 
to match those scored in 
their previous two matches. 
But this time, Andreas Her- 
zog’s penalty came too late 
to prevent an Italian victory. 

Goals by Christian Vierl - 
his fourth of the tournament 
- and Roberto Baggio 


crowned a largely unimpres- 
sive performance by Cesare 
Maldini’s team. Jt was 
enough, nevertheless, to 

secure first place in Group B 
and avoid a second-round 
showdown with BrazzL 
The match only came to 
life in the last five minutes 
with Baggio, who had come 
on as a 72nd-minute substi- 
tute for the out-of-touch 


Alessandro Del Piero, under- 
lining his value to this other- 
wise pedestrian Italian team. 
Bologna's revitalised mae- 
stro worked a slick 89th- 
mimite combination with 
Filippo Imaghi, another 
second-half replacement, and 
slotted home calmly from 
five yards. But, 'on the evi- 
dence of this game, not even 
Baggio transform twa 


top 

uninspired foam into poten- 
tial World Cap winners. 

A terrible first half was 
notable mainly for a second- 
minute injury to Alessandro 
Nesta, who has been ruled 
out of the rest of the tourna- 
ment. Nesta ’s departure 
enabled Giuseppe Bergomi, 
the veteran Inter. Milan 
defender whose first World 
Cup was in 1382 - the last 
time Italy 'won the trophy - 
to make his France 98 bow. 

With Chile i-o up against 
Cameroon, the group's math- 
ematics meant the . onus was 
on Austria to posh for a 
result. Yet it was Italy, who 
resumed after the break in 
livelier fashion and within 
three minutes they were 
ahead, a Del Piero free kick 
being headed home from 
point blank range by the 
hard-working Vieri. 

Eventually, Austria 
started to came out of their 
shell and produced their best 
move after 57 minutes. 
Helmo Pfeifenherger crossed 
to Tom Polster whose cush- 
ioned pass was fired straight 
at Gianluca Pagliuca by the 
Increasingly impressive 
Harrnes Reinmayr. The Inter 
Milan goalkeeper was again 
■in action nine minutes later, 
saving instinctively from 
Arnold Wetl's enterprising 
overhead kick. 

Italy have now won all 
four World Cup finals 
encounters between the two 
sides. English referee Paul 
Durkin wifi have done his 
prospects of officiating in 
the knockout stages no barm 
after a competent perfor- 
mance in which he bran- 
dished fotzr yellow cards. 

Patrick Harverson 
David Owen 


FRANCE A STAR IS B0RN_ __ 

‘Spiderman’ races to 
play the heroic part 


David Owen meets the fleet-footed 
Thierry Henry, the team's surprise factor 



Hot shots: Thierry Henry (ferftj and Davfd Trazeguat celebr a te another French goaf Reuter 


France has a new star. For 
the World Cup hosts, the 
moustachioed, 20-year-old 
Thierry Henry has been the 
revelation of the tournament 
so far. 

With his electric pace and 
deadly finishing, the Monaco 
player has eased France's 
worries about not having an 
out-and-out striker erf genu- 
ine World Cup class. After 
two matches, he has three 
goals and is vying with 
Argentina's Gabriel Batis- 
tuta and Italy's Christian 
Vieri - both polished inter- 
national performers - in the 
list of tournament top 
scorers. 

Those goals have helped 
France get off to a dream 
start, in spite of the less- 
than-brilliant form of 
Zinedine Zidane, their play- 
makcr-in-chlef. In any case. 
Zidane misses the team's 
next two matches after being 
sent off in last week's 4-0 
drubbing or Saudi Arabia. 
Henry's play in that match 
was good enough for Sami 
al-Jabcr, an experienced cen- 


tre forward with 86 caps for 
Saudi Arabia, to describe 
him as “a devil of a foot- 
baller”. 

Henry is not the only 
Monaco player to shine in 
the early stages of this 
World Cup: Scotland's John 
Collins, Nigeria's Victor 
Ikpeba and his friend David 
Trezeguet of France have all 
got their names on the score- 
sheet 

Indeed, players from 
Monaco, which finished a 
distant third in the French 
league this season, have so 
far notched six France 98 
goals - more than those 
from any other dub. 

But Henry's success is the 
most surprising. While Tre- 
zeguet and Ikpeba were 
respectively second and 
third In the French champi- 
onship’s list of top scorers 
for the 1997-98 season 
(behind Stgphane Guivarch, 
another member of the 
French squad). Henry was 
51st equal with just four 
goats in 19 appearances. This 
was after a splendid year in 


1996-97, which had one news- 
paper dubbing him the most 
coveted uncapped player in 
Europe. 

After a light workout at 
the French training camp at 
Clairefontaine near Paris, 
the young forward patiently 
explains what went wrong in 
the season's second half. 

“I had a lot of small foot- 
ball related problems,” he 
says. “At Monaco I hadn't 
been playing very often for 
some time. And also my non- 
selection against Spain fin 
the inaugural game at the 
showpiece Stade de France 
in late . January 1 perhaps 
didn't help either. After- 
wards. it was just a chain of 
events. I wasn't in very good 
shape in terms of morale or 
physically.” 

The highlight of the sea- 
son for Monaco came in 
March, when to general sur- 
prise they knocked Manches- 
ter United out of the Euro- 
pean Cup. Henry, however, 
contested the tie injured and 
failed to impress. “I 
wrenched my right ankle I 
couldn’t hit the ball, I could 
only control it I played with 
my left foot ... I had this 


ankle problem for two 
months and 1 had trouble 
getting back to my best 
level." 

He says it is by dint of 
hard work with his physical 
trainer at Monaco that he 
has been able to recover 
peak form at just the right 
time. It was a close run 
thing, however. French 
coach AimC Jacquet has 
acknowledged that Henry 
"flirted with catastrophe". 
Without Monaco coach Jean 
Ti gana. hi mqwlf a sublimely 
talented former French mid- 
fielder, Thierry would not 
be with us today”, Jacquet 
says. 

Apart from his sheer speed 
off the mark, Henry's direct- 


ness seems to- have discom- 
fitted World Cup defenders, 
who were perhaps expecting 
something more sophisti- 
cated from a country with a 
reputation for frying to play 
the beautiful game. 

None of his France 98 
goals has been particularly 
memorable. But as be 
showed with his opening 
strike against Saudi Arabia, 
he shares Trezeguetis knack 
of being in the right place at 
the right time. He has also 
won plaudits for the energy 
he has put into tackling 
back. 

So far, however, he has 
demonstrated his ability to 
roast only World Cup min- 
nows. Although he has been 


rested for today's match 
against Denmark, sterner 
tests will not be long in com- 
ing. either entering the fray 
as a substitute today or in 
later matches. 

If he can add to his reputa- 
tion - and goals tally - 
Henry and France will really 
be worth watching as the 
competition moves forward. 

Asked in a recent newspa- 
per questionnaire to name 
which fictional character or 
film hero he would most like 
to he, Henry said Spiderman: 
“to play the hero a little hit". 

If he carries on scoring at 
h is present rate, his hero rat- 
ing in French eyes will soar 
for beyond that of any comic 
bock creation. 


GROUP TABLES 


GROUP A 


GROUP 8 


Sotted 

Morocco 


PW D L F A Pts 

: : d d $ i 6 

5 0 2 0 3 3 5 
2 0 112 3 I 
2 0t 125 1 


Mr 


Aorta 

Camormn 


PWOIFAM 
321073 7 
303044 3 
302134 2 
3 0 2 1 2 5 2 


GROUP C 

"PWD IF A Pts 
torn 2 2 0 0 7 0 6 
Dana 2 110 2 1 4 
S* Aftta 201114 1 
Snfl Aafitt 2 0 0 2 0 5 0 


GROUP 0 


GROUP E 


GROUP F 


GROUP G 


GROUP H 


OnOUW 

Span 


PW D L F APIS 
2 2 0 0 4 2 S 
202000 2 
2 0 1 1 2 3 I 
2 0 110 1 1 


sn I 


PW D l F APS 
2 1 1 0 5 0 4 
211053 4 
202022 2 
2 0 0 2 1 B 0 


'TugosUrta 

tan 

US 


PW 0 L F APB 
211042 4 
211032 4 
210122 3 
200214 0 


Amnk 

Engbnd 


TBnMa 


PW D L F APB 
220021 « 
210132 3 
210111 3 
200203 0 


AgrnU 

cram 


PW D L F APB 
2 2 0 0 fi 0 B 
2 2 0 0 4 1 B 
200202 0 
200210 0 



TODAY’S GAMES 


Three teams vie for right 
to challenge the hosts 

Like a weekend break for two 
in the Yugoslav training Gamp, 
or dinner with the Bulgarian 

forward Hrteto Staitchkov. a 

match against France is a prize 
that no one wants. Yet ft win 
almost certainly be the reward 
for whoever clinches second 
piece ki Group D today. Three 
teems ere battling for the “■ 
honour Spain, Paraguay, and 
Bulgaria. None has yet won a 

game, white the latter two have 
not even scored a goaL Spain 
are favoured to go through. AH 
they should require tea win 
against the ageing Bulgarians 
in Lens tonight, since it Is unMkeiy that Paraguay wfll beat 
Nigeria. The Super Eagles, who alone have carried the bag for 
Africa this World Cup, are already sura of firat ptece in the 
group. With Sunday Ofiseh, Victor Ikpeba, FmkJi George and 
Jay-Jay Okocha In their prime, they deserve It Daniel Amokachi 
predicted that they would score four against Bulgaria. R was 
never going to happen, but only the Nigerians wotdd have 
thought about the possibility. Their coach. Bora NWutincvte, 
perhaps ihe most successful manager In recent World Cup 
history and certainty the funniest has abandoned his usual 
defensive approach, hn the second round Nigeria win face the 
fumers-up from Group C -that probably means Denmark. 

The Danes are the most relaxed team in the tournament, 
according to goa/keeparFeter SchmeicteJ (above), and 
certainly one cannot think of another side that would have 
made a weekend pttstap at a McDonald’s. They coukt stfll wfn 
their group by beatfrig France In Lyons today, but no one 
should bet on It, even if the French are Intent on fiefcfetg their 
“hairdressers', in French fbotbafl the word coiffeurs te used to 
describe players who spend most of the World 'Cup on the 
bench. Today, with France already sure of a place In the 
second round, Patrick Vieira, Frank Lsboeuf, and Christian 
Karembeu wJfl play. 

The French wBI be without piaymaker Zinedine Zidane, sent 
off against Saucfi Arabia, but these hyperrnofcfvarted hairdressers 
will wield their scissors ferodousiy. France have proved a 
free-scoring team. If they Inflict a Danish pasting today, then 
South Africa might just grab second place in the group by 
beating Saudi Arabia. 

Goals and hot weather have reached the World Cup at last - 
the French squad have given up their siestas to prepare for this 
afternoon's kick-off in the blazing heat Now, perhaps, the 
tournament can expect a surprise or two. Simon Kuper 

• FRANCE V DEMMARK, 1&0O* LYONS, GROUP C 

• SOUTH AFRICA V SAUDI ARABIA, 1&00, BORDEAUX, 
GROUP C 

• SPAIN V BULGARIA, 2UOO, LENS, GROUP D 

• NKaBUA V PARAGUAY, 21.00, TOULOUSE, GROUP D 

“Local kick-off times (GAfT + 2 hours). One hour earlier in UK. ( 


BETTING 


Bookies scorn England chances 

England's 2-1 defeat by Romania on Tuesday saw their World 
Cup title odds pushed from 8-1 to an ignominious 33-1 by 
Ladbroke, the UK betting market leader. "But we were knocked 
over by a deluge of credit and betting-stop action this 
morning, and were forced to trim them back to 20-1,” Ladbroke 
said yesterday. “We took a dim view of England's performance. 
Equafly, we haefrit taken much money on them prior to today, 
so were keen to taka a prominent staid against them." 

Brazil remain 11-4 favourites with Ladbroke, followed by 

Argentina and France (both 5-1) and Holland ( 6 - 1 ). London 

bookies are convinced Argentina stand a good chance of 
reaching the quarter-finals, given that they may play England in 
the second round. An £80, Cup-wirming bet on Argentina at 9-1 
is the main wager so far from the FFs £1 ,000 World Cup pot 
The FT also becked Argentina's Gabriel Batistuta at 8-1 to wfn 
the Golden Boot award for top scorer. With a pace-setting four 
goals from two games. Batistuta has been slashed to Z-1 by 
Ladbroke. Michael Thotnpson-Noel 


IN BRIEF 


Tunisia coach dismissed 

Tunisia's coach Henryk Kasperczak was sacked yesterday 
following the town’s elimination from the tournament The 
Tunisian Football Federation said deputy coach All Salmi would 
replace him temporarily for the side's last Group G match. 


NUMBERS SO FAR 


Goals total 85 Sendings off 14 

Bookings 128 Penalties 4 

Leading goabcorer Vieri (Italy) Batitusta (Ar^Srtini) 4 • 



For latest World Cup news 

www.pT.com/ wcrtcicup98 





Faster, smarter, more agile than ever. 
Not the players. The 

journalists. 


US helped the Conit* Frasfsls ^'Organisation create 
an intranet to enrich jearnalifts with a wealth ot real-tin** Information 
lor the most instant. In-depth World Cap coverage ever. 

to comprehensive, accurate real-time information. street or across the world If vm. u 

r you want to maximize your 

Football photographs, biographies, historical data, video organization's efficiency 

■ ' r ‘ 5pefl new communication 

footage. The World Cup intranet, developed by EDS especially channels, call us at 44- ISi 7 ^.1 i» 

- Visit us at www.eds.com. 

for the im-dia, gives journalists everything they need to report And he sure to enjoy the official jj 
the news faster and more in-depth than even From across the Cup wehsite at www.france 98 com 

► * more woy of w„ki . 9 
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THE ARTS 


Winner gives the prize prestige 


Pierre Ruhe attends the Gilmore Festival and looks at the career of pianist Leif Ove Andsnes 


When the Norwegian pianist Leif 
Ove Andsnes was given the 1988 
Gilmore Artists Award it as 
a surprise to many in the classi- 
cal music world. Andsnes's 
resume already boasted perfor- 
mances with major orchestras 
(the Philharmonics of Berlin and 
Loe Angeles among them), sev- 
eral successful recordings for Vir- 
gin-KMl and a calendar full of 
engagements, hi short. Andsnes, 
at 27, was among the leading pia- 
nists of his generation. But are 
not such awards designed to help 
young, little known talents gain 
recognition? In naming a fully 
blossoming pianist the award 
Itself has certainly Increased its 
prestige, as an after-the-fact prog- 
nosticator of greatness. 

At tts inception in 1991. the Gil- 
more Award deliberately avoided 
a traditional piano competition’s 
stressful mechanism - a series of 
elimination rounds - for crown- 
tug a winner. Rather, it is "a non- 
competitive prize awarded every 
four years to an international 
pianist deemed worthy of a wider 
international audience,” modeled 
on the MacArthur "genius” 
grants. The award has no age 


limit and seeks to boost an east- 
ing. smart career rather than 
launch a fresh, new one. David 
Owen Norris, an English pianist, 
and Ralf Gothoni, a Finn, woe 
the two previous recipients. 

‘‘Noncompetitive" means con- 
testants are unaware that they’re 
being evaluated by jury mem- 
bers, who attend regularly sched- 
uled concerts incognito. The lau- 
reate is told he was part of the 
event only when he receives a 
phone call announcing his 
$300,000 win. 

Thus the Gilmore International 
Key bard Festival, held in Kala- 
mazoo, Michigan, celebrated 
Andsnes’s award as its centre- 
piece, and included recitals by 
pianists Krystian Zimerman, 
Stephen Hough and a dozen oth- 
ers, concentrated over two 
weeks. 

For the festival’s opening con- 
cert Andsnes gave an account of 
the Prokofiev Concerto No. 3. 
with the Kalamazoo Symphony 
Orchestra, that was masculine. 
interpretatively solid, beautifully 
proportioned, logical in detail. 
The premiere of Michael Daugh- 
erty’s Route 66, a seven minute 


OPERA IN SAN FRANCISCO 


Fe mm es fatales 
fail to deliver 


Before it was marketed, 
saladously, as the Femmes 
Fatales festival, San Francisco 
Opera’s current triptych of Lulu, 
Carmen and L 'mcoronazione di 
Poppea was referred to as the 
“Bad Girl Season", which comes 
closer. None of the shows’ titular 
protagonists goes much beyond 
naughty - and it is the stagings 
that prove fatal. 

Lulu, alas hag fallen as Ear as 
its namesake. When the produc- 
tion, Lots Mansouri’s first as 
general director, was new in 1989, 
the acute, accurate and with me 
exception beautiftzl realisation of 
Berg’s opera Inspired hope for 
the company’s future. In the 
wake of this revival. Lulu’s ques- 

None of the shows’ 
titular protagonists 
goes much beyond 
naughty - and it is 
the stagings that 
prove fatal 

Hon "Was fang ich an?" (What’s 
next for me?) assumes a new 
urgency. 

Mansouri’s 1989 Lulu, 36-year 
old Ann Panagulias. sang a half 
dozen arresting and note-perfect 
performances and got Berg's elu- 
sive character just right. Her suc- 
cessor, Eilana Lappalainen, an 
alumna of neighbouring Opera 
San Jose, does what she can with 
an unruly voice that lacks the 
role's top notes and. dolled up 
like Jean Harlow, dutifully takes 
Mansouri’s revised direction of 
Lulu as dumb blonde. 

This low-brow, tit-shaking Lulu 
Is played as black, or at best 
absurdist, comedy People who 
thought they would never like 
Lulu like this one. and people 
who lore Lulu choke on it. Fol- 
lowing company suit, Stefan 
Lano, a replacement for Ralf Wei- 
kert with a few Lulus under his 
belt, conducts the score like film 
music. 

Trouble surfaces as early as 


orchestral work commissioned 
for the occasion, began the even- 
ing. 

Daugherty’s self-conscious for- 
mula for composition mixes 
banal tunes (evoking 1960s Amer- 
ican TV theme music) in jazzy 
but limp orchestrations, all with- 
out a trace of irony or reflection, 
ft didn’t sound difficult to assem- 


and structure. After an overly 
slow introduction in the sonata's 
first movement, he found in brisk 
tempos a rhythmic snap that 
allowed the music to leap to the 
ear. 

If the “farewell” motif was a bit 
emotionally aloof and never 
teary-eyed, it signalled a musi- 
cian who can just as easily 


The noncompetitive award has no age limit 
and seeks to boost an existing, smart 
career rather than launch a new one 


ble, though it was a stretch for 
conductor Yoshimi Takeda to bal- 
ance the wind sections in the 
cave ro us Miller Auditorium, on 
the Western Michigan University 
campus. 

The next day. in the intimate 
Chenery Auditorium, Andsnes's 
solo recital was a full indicator of 
his merits as a musician. An 
x-ray clarity in Beethoven's G 
minor Fantasia and “Les Adieux” 
Sonata derived from an entirely 
finished, mature command of line 


observe a scene as participate - 
unusual for someone heavily 
influenced by the Russian school 
His Debussy's Estompes was 
practical and sturdy and slightly 
heavy for my tastes, bat remark- 
able for Andsnes’s whole-body 
approach. His hands and fare- 
arms will often come shoulder- 
high off the keyboard for a heav- 
ier attack, or he will pivot his 
wrists outward for a new, subtle 
shift In accent or colour. Like a 
cat, he arches his back, sways 


and seems to keep every muscle 
at the ready to produce the 
desired sound. 

Yet a ravishingly beautiful 
transparency is sometimes 
accompanied by dryness. This 
was true in the gothic and 
abstract second movement of 
Frank Martin’s “Fantasy on Fla- 
menco Rhythms", where it 
proved beneficial, with digital 
clarity in the thorniest tex t u re s. 

Liszt's “Dante Sonata," under 
his powerful, thick fingers, 
always kept the big picture in 
view, which discarded the height- 
ened, moment-by-moment antici- 
pation that a storyteller’s 
approach would have conveyed. 
Still there Is no vinegar In his 
tone, and his clear-headed ability 
to shape a phrase or prolong the 
end of a cadence just so makes 
him a rare catch. 

Andsnes has already spent one- 
sixth of bis generous prize an a 
seven-foot Bosendorfer piano - 
with “a light sound, ideal for 
Haydn" be says - bat is unde- 
cided about where he’ll put the 
rest, which must go towards 
some loosely defined “career 
enhancement." Perhaps towards 


Berg's plaintive saxophone solo 
introducing "AuT einmal springt 
er auf*. which is played like a 
cheap nightclub rift. Berg's care- 
ful precise score is routinely sen- 
sationalised thereafter. Mansour- 
i’s obsession with movies has 
elicited a new Act 2 film, a tech- 
nically impressive German 
Expressionist knock-off with gig- 
gle-inducing sight gags. 

The taint on the 1989 Lulu was 
Evelyn Lear’s squally Countess 
Geschwite. Ironically, role debu- 
tante Frederica von Stade - with 
Kristine Jepson's Schoolboy, one 
of two cast members who sing 
beautifully and accurately - now 
imbues Lulu's lesbian admirer 
with credibility and sympathy. 
At least someone finds Lulu, and 
fjihi her angel 

Other role debuts, by Tom Fox 
(a muddled Dr SchOn but chilling 
Jack the Ripper), Christopher 
Lincoln (Aiwa) and Franz Mazura 
(Schigolch), are proximate and 
overwrought, and David Oker- 
I unci’s Animal Trainer/Acrobat 
exemplifies the cast's overall 
casualness with written pitches. 
Throughout, the stage of War 
Memorial Opera House is peopled 
with singers doing Lotfi Man- 
souri impersonations. 

The vandalism continues with 
the festival's major letdown: 
Christopher Alden's silly new 
Poppea, a gimmicky, period-hop- 
ping production (costumes from 
togas to business suits) played 
out in a cartoonish Robert Pent* 
ziola set luridly lit by Thomas 
Munn. Alden deploys his two 
stock schemes, twirling singers 
and mindless rip-offs of Peter Sel- 
lars conceits, on a promising cast 
whose stronger members - David 
Daniels' penetrating, musically 
imaginative Nero. Robert Lloyd’s 
stirring, noble Seneca, Norman 
Shankle’s sparkling Valettn and 
Zvetelina Vassileva's involving 
Drusilla - rise above it resource- 
fully. 

It all but buries Ruxandra Don- 
as*, a wonderful Hoffmann Nik- 
lause for Alden in 1996 but a 
pouty. kittenish Poppea without 
much sexual torque. Her singing 
is beautiful, in a well-behaved 
way, but scarcely Monteverdian 
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EDana Lappatolnan dolled up Gka Jean Harlow to play Lulu aa a dumb Monde, with role debutante 
Freder ic a yon Slade's beautiful and sympatftetfcafly sung Cowdoss Geschwaz 


or incendiary, in an unfortunate 
bit of historical revenge. Lorraine 
Hunt's searing Ottavia easily 
trumps her usurper, burns holes 
through the nonsense around 
her. and floods the house with 
the only singing that proclaims 
that this is truly great music. 
Patrick Summers, conducting his 
own edition, presides over an 
improbable continuo complement 
and orchestra that, though appro- 


priately reduced, still makes for a 
noisy pit. 

The cancellation-plagued Ctir- 
men, in a Mansouri production 
one had assumed was an expedi- 
ent, one-time compromise for the 
1996 season in Civic Auditorium, 
looks and plays like summer 
stock. Summers deputises splen- 
didly for Alberto Maria Giuri, 
who withdrew the week before 
opening. Denyce Graves and 


Elena Zaremba. the first two Car- 
mens stepping into the footsteps 
of Olga Borodina (the originally 
announced Carmen, and the pro- 
duction’s sole asset in 1996) have 
less success overcoming the Man- 
souri "book" as restaged by San- 
dra Ber n hard, and the subsidiary 
singers are ciphers. 

Timothy Pfaff 



A lewflng pianist of Ms generation: Latt Ove Andsnes from Norway 

c ommiss ions to composers - classical-era concertos from the 
although he has played very little keyboard. . . njl 

new music thus for - or for his The funny thing about hfo Gi 
chamber music festival in Riser, more Award is that witn uis 
Norway, or for a concert-record ent, intelligence and ambi i 
project where he will conduct Andsnes didn’t really need it- 

Snappy portrayal 
of life in the 
suffocating heat 
of a neon jungle 


THEATRE 

SARAH IMS ~ 

The Lost Vegas Series 

RJmsMe Statics, London M 

For any one seeking proof 
positive that Las Vegas Is a hot, 
tacky, mad place foil of crazed 
individuals, Julie Jensen's play is 
ready with the evidence. 

The Lost Vegas Series, recipient 
of a Joseph Jefferson award in 
the TIB and now undergoing its 
European premiere, is a pithy, 
playful number about the life 
and times of a cocktail waitress, 
simply Introduced as Our Girl 


fronts, narrating events to us 
while the characters involved 
chip in from time to time. 
It is a smart, but also a tricky 
style - the protagonist describes 
what the characters are doing 
even as they do it, and what 
they are about to say before they 
say it 

While this contributes to the 
sense of isolation and one-remove 
that she experiences, it has 
built in problems, which 
Dawn Lintem’s otherwise suit- 
ably quirky production (for 
Nomad Theatre Company in asso- 
ciation with Theatre Pod) doesn’t 
quite overcome, the main one 
being that it emasculates the 


Our Girl finishes up discussing the meaning 
of life in the doorway of a casino with a 
transvestite in a pill-box hat, miniscule pink 
dress and heels like kebab skewers 


in the programme, who has 
the misfortune to live in 
Vegas. 

Our Girl (played with wonder- 
ful acid cynicism by Margot 
Steinberg) gives us a guided tour 
of the men and monstrosities she 
encounters on a regular basis. 
First up she deals with a runty 
little trucker who tries to rape 
her, then with an old roite she 
once dated, then with a creepy 
guy in a quickie wedding chapel 
(men could scarcely be said to 
emerge with much credit from 
this show). 

She also visits the Lxberace 
Museum, has a dust up with her 
rabidly religious sister, and fin- 
ishes up discussing the manning 
of life in the doorway of a casino 
with a transvestite dressed in a 
pill-box hat, a minuscule pink 
dress and heels like kebab skew- 
ers. 

Her trials are portrayed in 
snappy vignettes, which she 


performances of the supporting 
cast 

The tone is witty, crisp and sar- 
castic, and there are some great 
one-liners - “he gives me one of 
those looks men think of as sexy" 
- mixed In with some odd ones - 
"my bare feet click on the cool 
marble floors" (perhaps life in 
Las Vegas produces particularly 
calloused soles). But this brittle 
surface is at odds with what is 
happening behind the scenes, in 
Our Girl’s life: her father is dying 
and her marriage is breaking 
down. 

Again, this dark undertow to 
the piece is not fully felt in either 
the production or Steinberg's per- 
formance. But it is enjoyable, and 
she. toughing it out In her series 
of micro-skirts and hard-bitten 
expressions, is very watchable. 
You certainly emerge In little 
doubt about the suffocating heat 
and desperate isolation or the 
neon jungle. 


INTERNATIONAL 

Arts 

Guide 

AMSTERDAM 


OPERA 

Netherlands Opera, Hat 
MuaftktfHNrter 

Tet 31-20*51 8911 
Siegfried: by Wagner. New 
production conducted by Hartmut 
Haanchen in a staging by Pwre 
Audi: Jun 25 , 29 

BERGAMO 

EXHIBITION 
Academia Carrara 
Lorenzo Lotto: Rediscovered 
Master of the Renaissance. 50 
paintings, many of them on loan 
from churches and museums; to 
Jun 28 

BERLIN 

CONCERT 
Konzarthaus 
Tet 49-30-203090 
Choir and Orchestra of 
JohanoaeWrehe Schlactonsee: 
conduc ted by Stephai Wolfteetrich 
n Haydn’s “Ota Schfipfung" 
oratorio. With soprano Lisa pave, 
tenor Jan Kobow and bass Jorg 
Schnaktar, Jun 25 


OPERA 

Deutsche Oper 

Tel: 49-30-34384-01 

• La Gioeonda: by PoncNeffl. 
Revival conducted by Marceflo 
Vtotti in a staging by Filippo 
Sanpjst; Jun 24, 27 

• Worth er. by Goethe. Concert 
performance conducted by Alan 
Guingal; Jun 25, 28 

BOLOGNA 

OPERA 

Teatro Comunale 

Tet 39-051*29 999 
vrww.nottuno.it/bonoatmcominale 
Don Giovanni: by Mozart. New 
production conducted by Daniefe 
Gatti in a staging by Gianfranco de 
Bosio, with designs by Pssquato 
Gross!; Jut 24. 26 

BRUSSELS 

OPERA 
La Monnale 

Tat 32-2-229 1211 
9 Don Pssquale: by Donizetti. 
New production conducted by 
Philippe Jordan in a staging by 
Francois de Carpentries on the 
Lunatheeter stage; Jun 24, 26, 28 

• The Turn of the Screw: by 
Britten. New production conducted 
by Antonio Pappano in a staging 
by Keith Warner, with designs by 
Stephana Lazaridis. Cast Includes 
Susan ChHcott and Anthony Rotfe 
Johnson; Jun 25, 26, 28 

LEEDS 

OPERA 
Grand Theatre 

Tefc 44-V3-222 8222 
9 Opera North: Eugene Qnegfn, 


by Tchaikovsky. New production 
by Dafia Ibefrauptaite, conducted 
by Steven SJoane. The cast is led 
by Alwyn Meflor and Peter 
Savidge; Jun 24 

• Opera North: Joan of Arc, by 
Verdi. New production by Philip 
Pruwse. conducted by Richard 
Fames, with a cast headed by 
Susannah GlanvKIe and Arthur 
Davies; Jun 25 

LONDON 

CONCERTS 
Royal Festival Hafl 

Tel: 44-171-960 4242 
9 Phiiharmonla Orchestra: 
conducted by Christian Thielemann 
in works by Wagner and 
Beethoven. With mezzo soprano 
Anne Sofia von Otter; Jun 25 

• Phflharmonia Orchestra: 
conducted by Christian Thielemann 
in works by Schmann and 
Beethoven. With piano soloist 
Alfred Brendel; Jun 28 

Wtgmore Hall 
Tat 44-171-935 2141 

• Trio Jean Paul recital by the 
piano tno of works by Beethoven, 
Ffchm and Schumann; Jun 24 

• Ysaye Quartet: in diamber 
music by Beethoven, FaunS and 
DvorAk. Accompanied by Pascal 
Rogd; Jun 27 

OPERA 

Engfiah National Opera, London 
Coliseum 

Tel: 44- 1 71-632 8300 
9 Carmen: David Ritch and John 
La Bouchartitere direct a revival of 
Jonathan Miner's production, 
conducted by Ray Laugh! tn. The 
tide rote is swig by SaBy Burgess; 


Jun 26 

• Doctor Ox's Experiment new 
opera by Gavin Bryan, with a 
libretto by Blake Morrison, after 
Jutes Verne. The production is 
directed by Atom Egoyen, with 
sets by Michael Levine and 
costumes by Sandy Powell. Cast 
Includes Bonaventura Bottone; 

Jun 24 

• Falstaft: by VerriL Revival of 
Matthew Warchu&’s production, 
conducted by Paul Daniel. Donald 
Maxwell sings the title role; Jun 25. 

27,29 

NEW YORK 

EXHIBITION 
Guggenheim Museum 
Tet 1-212-423 3500 
www.guggenheim.org 
Vilhelm Hammerehol (1864-1916): 
Danis h Painter of SoBtude and 
Light Retrospective seen In 
Copenhagen and Paris last year, 
comprising 60 works by this 
relatively unknown c ontempor a ry of 
Munch. Indudes portraits, 
landscapes and Interiors; to Sep 7 

PARIS 

EXHIBITIONS 

Grand Palais 

Tefr 33-1-4413 1730 

Man Ray: major exhibition of works 

by the photographer, drawing out 

the contrasts between tin different 

styles and techniques with which 

he worked; to Jun 29 

Musde Cams valet 
Tel: 33-1-4272 21 12 
Chaumet work by the Parisian 
master jewellers, from the age of 
Napoleon to the present Where 


possible, portraits of the owners 
wearing them are shown alongside 
the jeweb themselves; to Jun 28 

Muste du Louvre 

Tet 33-1-4020 5151 
wwwJouvrB.fr 

• Astronomy and Astrology tn the 
Islamic World: disptey of 
instruments developed by Arab 
a s tronomers between the 8th and 
15th centuries, shown alongside a 
selection of everyday end religious 
objects decorated with astrological 

designs; to Sep 21 

• Bassano-and His Sons: works 

by the Venetian painter Jacopo 
Bessano (15TO-15S2) and his sorts. 
The display brings together works 
owned by the Louvre with loans 
Tram other French museums; to 
Sep 21 

OPERA 

Optra National de Paris, Opera 
BasfflJe 

Tet 33-1-4473 1300 
La Travtata: by Verdi Production 
directed by Jonathan Miser and 
conducted by James Contort. Cast 
indudes Ramon Vargas; Jun 25. 28 

SAN FRANCISCO 

CONCERTS 
Davies Symphony Hafi 

Tet 1-415-864 6000 
wwwsfsymphony.org 
San Francisco Symphony 
Orchestra: conducted by Michael 
Titeon Thomas In Mahler’s 
Symphony No. 8; Jun 24, 25, 
27,28 

EXHIBITION 

San Francisco Museum of 
Modem Art 


wwwsfmoma.org 
Paul Kte« Travels Near and Far. 
Selection of works designed to 
demonstrate the ways in which the 
artist was inspired try Ws 
surroundings. Ranges from an 
early pen-and-frik study of the 
countryside in Switzerland to later 
landscapes made in Tunisia and 
Egypt; to Jun 28 

TORONTO 

EXHIBITION 
Royal Ontario Museum 
Teh 1-416-586 8000 
A Grand Design: The Art of the 
Victoria and Albert Museum. North 
American tour of selected objects 
from the V&A’s collection. Consists 
of 250 works of art ranging from 
Leonardo da Vino's notebooks to 
shoes by Vivienne Westwood: to 
Sep 13 

VENICE 

exhibition 

Palazzo Grass! 

Tet 39-41*23 1680 . 

www^aktzzogjBsslJt 
Picasso; 1917-1924. Beginning 

with works inspired by his designs 
for the theatre and ballet, and the 

characters of the Commedto 
detPArte, this major display also 
picks up the return to da sskfean 
whiter coincided with Picasso’s 

first visit to Italy In 1917; to Jun 28 

VIENNA 

EXHIBITION 

Kunstforwn der Bank Austria 

Tet 43-1*33 2266 

From Monet to Picasso; display of 

120 works, starting with French 


Impressionism, and ranging 
through the Russian avant-garde 
and Modernism to 1945; to Jun 2f 

YOKOHAMA 

EXHIBITION 
Sogo Museum of Art 

Tel: 81-45-465 2361 
Aubrey Beardsley; touring display 
of more than 200 drawings, prims 
posters and books created during' 
toe beef period of the artist's farm 
A member of the fin-de-stete© 
avant-garde, Beardsley left 
England following Wilde's 
imprisonment In 1895. The 
exhibition marks the centenarv of 
his death: to Jul 20 y 

TV AND RADIO 
• WORLD SERVICE 
BBC World Service radio for 
“rape received in western 
j^ope on medium wave 648 kHZ 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

•CNN International 
Jtenday to Friday. GMT; 

xssw 1 -"** 

19.30: World Businn «> t i_ 


05tf7; 08 
1020; tl 
■1420. 

At 0820 
report® if* 
London n 


a* liS) 
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COMMENT & ANALYSIS 





LIONEL BARBER 

EUROPEAN VIEWPOINT 


Pragmatic Europe 

Americans, sceptical about whether economic and monetary 
union will work, underestimate Europe’s ability to adapt 


Lionel Jospin, Prance's 
Socialist prime minister, 
visited Washington last 
week and promptly 
announced that he had 
changed his views about the 
US. It was time to pay 
tribute to America's success 
in employment policy, he 
said. Contrary to what his 
countrymen often asserted - 
and maybe even believed - 
most new jobs in the US 
were not of the hamburger- 
flipping variety but rather 
jobs of the future in serviers 
and technology. 

Mr Jospin's admission that 
red-blooded Anglo-Saxon 
capitalism may have some 
merits fans been heralded as 
the most impressive 
conversion since Saul trod 
the road to Damascus. But 
there is more to his 
American experience than 
meets the eye. 

The Socialist government 
has just secured passage of 
the 35-hour working week 
and French business says 
the new law will damage 
competitiveness. Mr Jospin 
- steadily encroaching on 
the foreign policy domain of 
a weakened President 
Jacques Chirac - is keen to 
counter the impression that 
France wants to turn the 
rest of Europe into an 
industrial museum. 

France Is changing. It is 
the world's third-largest 
importer and exporter of 
capital and the 
fourth-1 aigest trading 
nation. Mr Jospin and his 
able lieutenant, Dominique 
Strauss-Kahn, the finance 
minister, have understood 
that they must live with the 
markets as well as their 
election campaign promises. 
So, in the 12 months since 
they came to power, the 
Socialists have shown 
themselves to be more 
pragmatic and open-minded 
than their critics predicted. 
Hence Mr Jospin's call in 
Washington that it was time 


for France and the US to 
ditch the stereotypes that 
bedevil bilateral relations. 

How unfortunate that 
many US policymakers and 
opinion-formers are 

unwilling to respond in Kind. 
Their views about France 
and Europe, especially the 
prospects for a successful 
economic and monetary 
union, are often out of touch 
or out of date. At least this is 
my impression from three 
conferences on Emu, which I 
have spent in the company 
of distinguished American 
academics. 

The most recent took place 
last weekend in Talloires. 
France, o rganis ed by the 
Weatherhead Centre for 
International Affairs at 
Harvard University. No one 
went as far as Martin 
Feldstein. the former Reagan 
administration economist 
and Harvard academic who 
has predicted that the single 
currency could provoke 
conflict in western Europe. 
But scepticism about the 
merits and viability of the 
single currency was 
pervasive. 

One speaker declared that 
the European Central Bank 
was a “monetary 
dictatorship”: that Britain 
would not join the euro zone 



Jospin: must live with the 
markets as well 


before 2010; and that the 
euro would not be a serious 
rival to the dollar for 15 to 20 
years. 

A Harvard Business 
School colleague at a 
conference in Stockholm was 
gloomier still: France was 
congenitally Incapable of 
pushing through labour 
market reforms needed to 
make monetary union work. 
Western Europe was doomed 
unless it mended its ways. 

American snootiness 
towards Emu is 
understandable. The US 
economy is booming: the 
stock market defies gravity. 
The US took more than 120 
years to create a central 
bank with a common 
currency; the Europeans are 
pushing ahead after 40 years 
without the safety net of 
political union. All the same, 
there are at least four 
reasons why prevailing US 
pessimism is overdone. 

First American 
commentators are treating 
the architecture of Emu. 
notably the draconian 
Stability Pact on fiscal 
discipline, as hard and fast 
economic rules. They are, in 
fact, political agreements. 
Their ambiguity need not be 
a disadvantage. Provided 
that each contracting party 
has a reasonable hope that 
its interpretation will 
prevail, an equilibrium, 
however uneasy, can 
exist 

Second. Americans 
underestimate the 
Europeans' capacity for 
improvisation. Five years 
ago. the European exchange 
rate mechanism virtually 
collapsed under a wave of 
speculation, but the 
politicians and central 
bankers widened the 
margins of fluctuation for 
currencies in the ERM and 
Emu lived to fight another 
day. Expect similar 
institutional innovation If 
Emu gets into trouble. 


Third, although the 
independent European 
Central Bank’s commitment 
to price stability is 
enshrined in the Maastricht 
Treaty, Wim Duisenberg and 
his new executive board in 
Frankfurt know they cannot 
operate in a political 
vacuum. Mr Duisenberg has 
already agreed to give 
testimony to the European 
Parliament four times a 
year. His “dictatorship" will 
be more benign than some 
Imagine. 

Finally, American 
academies are cnmrplting 

the cardinal sin of not 
watching the markets. Those 
who assume that the euro 
will not be a credible 
challenge to the dollar 
anytime soon underestimate 
the dramatic effect of the 
single currency in 
accelerating the creation of a 
truly liquid pan-European 
debt market 

Of course, the EU cannot 
hope to repUcate overnight 
the highly efficient, 
round-the-clock market in 
US Treasury bills. But the 
consolidation oF the 
European banking industry 
and the sharpening 
competition between Paris 
and Frankfurt to establish a 
benchmark in long-term 
euro-denominated debt is a 
harbinger of the coming 
revolution in Europe’s 
capital markets. 

A prominent European 
central banker in Talloires 
offered another pointer to 
change, which occurred in 
late 1995 but whose 
significance escaped many 
observers. 

At the time, the German 
government and the 
Bundesbank were opposed to 
converting German public 
debt from D-Marks into 
euros on Emu's launch. 

After a tense negotiation, 
the Germans agreed to issue 
new debt in euros, but 
balked at denominating 
existing debt in the new 
currency on the grounds 
that it would upset a jittery 
German public. The central 
bankers explained that the 
position was illogical and 
untenable. Eventually, the 
Germans bowed to the 
market 

Americans should observe 
what Europeans do rather 
than what they say. Mr 
Jospin is an obvious 
example. 
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LETTERS TO THE EDITOR 


New European air safety authority 
will be a puppet organisation 


From it fr Peter Malamk. 

Sir, It is with disappoint- 
ment that I read the article 
on the European Union 
transport ministers' agree- 
ment to set up a new air 
safety authority for Europe 
(“Europe to set up its own 
air safety body" June 22). It 
is not only the manufactur- 
ing Industry but also the air- 
lines of Europe and all other 
interested and informed par- 
ties that have long been ask- 
ing for a true single Euro- 
pean aviation safety 
authority. 

If ever it was the intention 


to establish such a European 
authority capable of match- 
ing the US Federal Aviation 
Administration, then the 
ministers have failed misera- 
bly. The new authority will 
be a puppet on national gov- 
ernments' strings. The new 
EASA will inherit most of 
the Joint Aviation Authori- 
ties' deficits, since national 
authorities will determine its 
agenda and decide about 
progress or failure. 

Therefore, the statement 
by Mr Gavin Strang, the UR 
transport minister, does not 
lack cynicism when he says 


that “EASA would have to 
prove itself before national 
authorities would agree to 
cede their regulatory powers 
to it". This seems like throw- 
ing someone handcuffed into 
the water and saying: “Now 
prove to me that you can 
swim and then, perhaps, 1 
mil remove your chains." 

Peter Malanlh, 

general manager, technical 

and operations. 

Association of European 
Airlines, 

Avenue Lonise 350, 

B-1050 Brussels, Belgium 


Floored by lack of military precision 


From Mr George Bayliss. 

Sir. The essay by Rudi 
Dorabusch on the 50th anni- 
versary of the Bundesbank 
was a knockout (“In praise 
of hard money”, June 18}, 
but the editing lost on points 
In the third paragraph: 
Lucius Clay was the general 
who commanded the US 
occupation forces in Ger- 
many; Cassius Clay is the 
conscientious objector who 
changed his name to 
Mohammed All. The rest is 


history, as the essay notes. 

George Bayliss, 

230 W. 105th St, 

New York, NY 10025, US 

From Mr Stewart Schoder. 

Sir. Radi Dorabusch 
recounts a 1948 conversation 
between Ludwig Erhard and 
US General Cassius Clay. 
The latter's subsequent 
Influence on military and 
monetary matters is also of 
enormous interest Not only 


did he speak out against US 
involvement in Vietnam (los- 
ing his boxing title for doing 
so): his adage “float like a 
butterfly" may well have 
been the impetus for the 
Nixon administration to 
renounce the fixed exchange 
rate system In the early 
1970s. 

Stewart Schoder, 

3 rue Salvador Dali, 

69110 Ste-Foy-les-Lyon, 
France 


Facts about 
Swiss banks 
obscured 

From Hr Herbert Haberbera- 

Sir. Your article “The 
Holocaust's final chapter 1 ’ 
(June 23) obfuscates the 
essential farts. The Swiss ' 
banks have been guilty of. 
theft. They have retained 
assets stolen by them for 
more than oO years far their 
benefit and with which they 
earned vast fortunes, it Is 
estimated that the value of 
such assets plus interest 
amounts to OH eXCCSS Of 
$1.5bn. For this they ungra- 
ciously offer a settlement of 
less than one-third. 

The dispute with the Swiss 
National Bank is a totally 
different matter. This insti- 
tution has been found guilty 
of - not to put too fine a 
point to it - dealing in stolen 
property, or fencing, in crim- 
inal terminology. The fact 
that other countries too were 
guilty of this crime does not 
mitigate Swiss guilt in' any 
way. Nor does it absolve the 
Swiss government from 
making adequate reparation. 

Herbert Haberberg, 

9 Dene wood. 

New Barnet, 

Herts EN5 1LX, UK 


Nothing wrong with information provided by Russia to IMF 


From Mr M.M. Zadornov. 

Sir, Your account of the 
Russian government’s deal- 
ings with Mr George Soros 
(“Soros reveals secret loan to 
bail out the Kremlin", March 
S) is misinformed. Mr Soros 
is said to have provided Rus- 
sia with a short-term loan, 
from June 25 to July 3 1997, 
which may not have been 
reported to the International 
Monetary Fund. June 30 was 
in fact an IMF reporting 
date. The Soros loan, how- 
ever, was drawn down on 
June 24- and repaid in full on 
June 30. By reporting that 
the Soros loan was outstand- 
ing after that date, your 
account improperly calls 


into question the accuracy of 
the information that Russia 
provides to the IMF. 

Your account also ques- 
tions whether the lead man- 
agers for Russia's $2bn 10 
per cent bonds due 2007 were 
aware of the Soros loan, rais- 
ing dohbts as to the ade- 
quacy of Russia’s financial 
disclosure. In fact, these 
bonds were priced, sales con- 
firmed and distribution com- 
pleted on June 19, five days 
before the Soros loan was 
disbursed. Moreover, the 
offering circular for the 
bonds stated (page 65) both 
that external debt informa- 
tion was being provided as 
of the aid of 1996 and that 


“Since the end of 1996, the 
government has incurred 
additional external 
debt . . . under multilateral 
and bilateral facilities and 
certain short-term borrow- 
ings.” 

While these mors appear 
to be based on a press con- 
ference held by Mr Soros on 
March 4, Mr Soros has previ- 
ously sent me a note con- 
firming that be did not make 
the mis-statements attri- 
buted to him. 

I am under no Illusion that 
Russia’s system of public 
finance does not need fur- 
ther reform. This is no 
excuse, howevEr, for Inaccu- 
rate reporting that unfairly 


undermines the financial 
market’s renewed confidence 
In Russia. The real story 
here, far those who can see 
beyond the financial gossip, 
is the enormous progress 
Russia has already made in 
regaining access to interna- 
tional capital markets. 

M At Zadornov, 
minister of finance of 
the Russian Federation. 
Ministry of Finance, 

Ilyinka Street 9, 

Moscow, Russia 

Editor's note: We stand by 
our reporting of Mr Soros's 
comments 
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PERSONAL VIEW JOHN LIPSKY 


Coming US slowdown 

The impact of the Asian crisis on the US economy can no longer be viewed as 
beneficiaJ. That will mean at least an interruption to the Goldilocks economy 


T he global growth 
outlook is due for a 
sober reassessment 
Both Asia and 
Europe have been counting 
on the US to remain a ready 
customer for a growing 
stream of their exports. How- 
ever, two powerful forces are 
weighing on the US economy 
and are likely to cause a 
sharp slowdown during the 
second half of the year. The 
result will be an Interrup- 
tion, if not an end, to the 
Goldilocks era of 1996 and 
1997. 

The first shoe has dropped 
already. Asia's economic 
implosion has widened the 
US trade gap. and US indus- 
trial activity is beginning to 
slo;v in a delayed response. 

Now the second shoe is 
about to fall. America’s 
equity-inspired consumer 
shopping spree is drawing to 
an end. According to the 
Chase Research forecast, US 
gross domestic product 
growth will virtually halt in 
the second half of the year. 
As a result, 1998 US GDP 
growth will foil to around 1.5 
per cent on a fourth quarter 
to fourth quarter basis, 
down from 3.7 per cent in 
1997. in recent testimony 
before Congress, Alan Green- 
span, the Federal Reserve 
chairman, stated that head- 
winds from Asia may be 


rates, and spreads on emerg- 
ing market debt will remain 
under pressure. Neverthe- 
less, the dollar should 
strengthen further versus 
the Japanese yen, while 
bolding its own against the 
component currencies of the 
nascent euro. 

This is no curmudgeon’s 
fantasy. Clear-cut evidence 
of an impending slowdown is 
mounting. 

But the coming reverse in 
economic fortunes is far 
from a calamity in the mak- 
ing. There Is no reason to 
expect a US recession or 
even a prolonged period of 
sluggish growth. Notwith- 
standing scepticism from 
several prominent academ- 
ics. evidence suggests that 
productivity growth is accel- 
erating, creating the poten- 
tial for a somewhat faster 
pace of non-infiationary 
growth in years to come. 
Thus, the case for long-term 
optimism about the US out- 
look is strengthening, in 
spite of the downbeat near- 
term prospects. 


tionary pressures at bay. 
Two key assumptions are 
Implicit in this view. First, 
that US consumers will con- 
tinue to spend as if there is 
no tomorrow; and second, 
that strong liquidity flows 
will continue to pump up the 
US equity market 

However, according to the 
Chase Research forecast, 
consumption growth will 
slacken notably during the 
rest of the year. Income 
gains alone do not explain 
the strength of spending 
growth during the 1996-97 
Goldilocks period. A drop in 
the personal saving rate to 
historic lows was a key ele- 
ment underpinning those 
earlier spending gains. For 
consumption to expand at a 
pace equal to that of the past 
two years, either aggregate 
income gains Will have to 
accelerate, or equity prices 
win have to grow even faster 
than the eye-popping 25-30 
per cent annually of the past 
two years. 

The latest developments 
make It highly unlikely that 


it is almost certain that corporate 
earnings will decline in the second 
quarter of 1998 compared with 
the previous quarter 


lng in the labour sector. 

What about the powerful 
stock market rally? Since the 
Dow Jones Industrial Aver- 
age reached a near-term 
peak of 8.200 last Auzust. 
growth in market capitalisa- 
tion has dropped to an 
annual pace of around 13 per 
cent. That is less than half 
the. rate achieved dining the 
past 2 ‘-« years. 

In addition, it is almost 
certain that corporate earn- 
ings will decline in the sec- 
ond quarter of 1998 com- 
pared with the previous 
quarter. This will mark the 
first time since late 1989 that 
earnings will have dropped 
on a year-over-year basis. 
The consensus among equity 
analysts, taken either from a 
"bottom up” or "top down" 
view, is for a sharp second- 
half rebound in earnings. 

• This consensus view 
appears unrealistic if the 
Chase Research forecast is 
close to cotrect. The external 
trade deficit will continue to 
widen, while industrial pro- 
duction is likely to foil as 
inventory accumulation is 
cut back from the current 
breakneck pace. Consump- 
tion spending will decelerate 
as the slackening of income 
growth becomes more evi- 
dent. The near-term implica- 
tion for corporate earnings 


causing *. US economy Z E«£ «J?f almost me “s- 

slow. My view is that an 


Asian-induced slowdown is 
already well under way and 
that a slowing of US domes- 
tic demand will be the final 
piece or the puzzle. 

The impact on financial 
markets should be profound. 
As growth slows and infla- 
tion fears ebb, long-term 
Treasury' bond yields will 
drop. As job growth begins 
to slow and unemployment 
rates rise, the Fed will lower 
Interest rates before year- 
end. At the same time, cor- 
porate earnings are not 
likely to rebound sharply in 
the second half, as many 
currently expect, making the 
going tough for US equities. 
Credit spreads should widen 
in most fixed-income mar- 
kets as Goldilocks-era risk 
assessments are subjected to 
a bard -nosed review. 

Tougher risk assessments 
will prevent many borrowers 
from enjoying the full bene- 
fit of declining long-term 


Many US observers earlier 
minimised the impact of the 
Aslan crisis because the first 
deflationary wave ^mangling 
from that region caused US 
interest rates to decline and 
commodity prices to plum- 
met, providing a surprising 
boost to the US economy. 
However, the second wave of 
Asia's impact is hindering 
rather than helping the US 
growth outlook: the trade 
deficit Is widening faster 
than almost anyone had 
dared to predict; inventories 
are accumulating at three 
times the sustainable pace; 
industrial output growth has 
hit a wall; and manufactur- 
ing employment has dropped 
for four consecutive months. 

The consensus view holds 
that domestic US demand 
growth is so strong that, 
despite the external drag 
from Asia, the Fed eventu- 
ally will have to increase 
Interest rates to keep infla- 


eitber condition wifi be ful- 
filled.- Contrary to press 
reports of a buoyant labour 
market, b enchmar k revi- 
sions to the employment 
data released last week por- 
tray a dramatic slowdown 
during the past few months 
in the growth erf total hours 
worked. Unless this trend is 
reversed quickly and force- 
fully, slowing income gafna 
will undermine consumption 
growth. 

The drop in hours worked 
registered In the past few 
months is a for more slgnifi. 
cant economic event than 
either the new jobs gained or 
the modest acceleration m 
average hourly earnings 
experienced during the Mi pp 
period. The sharp cutback in 
industrial production gains 
already evident, with no 
near-term prospect of a 
sustained upturn, suggests 
that there is no quick fix for 
the slowdown that is emerg- 


capabiy negative. 

In formal terms, however, 
lower interest rates will pro- 
vide a counterbalance to 
s ower earnings growth. 
Nonetheless, if analysts and 
investors share the same 
upbeat expectations for a 
recovery in corporate ram- 
utgs growth in the second 
half of 1998. the risk oF a 
market pull-back is signifi- 
cant. 

As unrealistic optimism 
about a second-half eamincs 
rebound ebbs, nft repuated 
but unspecified claims that 
the market is r, a wave 
liquidity will begin to ring 
5"’ the much hor- 

I99s deration 
SL 1 311(1 credit growth 
bas begun to recede st<ntifi- 
At the end ot the^kiy 

u mmai “ funda- 
mental. a sharp lays slow- 
down is well under way. 
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The OS Court of Appeal In 
Washington has dealt a poten- 
tially devastating blow to the 
antitrust case against Microsoft. 

True, the court’s judgment is 
restricted to the justice depart- 
ment’s 1997 suit, which rtatnW 
that Microsoft was breaking the 
terms of a consent decree signed 
In 1994. It does not address the 
broader and more serious cage 
for breach of the antitrust laws 
brought in May of thig year. 

True too. yesterday's ruling 
carries a heavy freight of techni- 
cal legal argument, which con- 
cludes that the department 
framed its complaint improperly. 

But at its heart, the ruling con- 
tains a judgment that is fatal to 
much, of the justice department’s 
argument in its broader case. It 
a Iso brings a welcome breath of 
commercial common sense to a 
case that has been from the out- 
set too burdened by theorising. 

Though the justice department 
suit huffs and puffs about a 
whole range of Microsoft’s 
actions. It asks for relief in only 
two areas - the way in which 
Microsoft prevents computer 
makers from modifying the 
images shown on screen when 
the machine starts up, and the 
way it requires customers to take 
its World Wide Web browser. 
Internet Explorer 4. if they want 
to buy Windows. 

Of these, the second is by far 
the more important issue. It is 
here that the court’s ruling is so 


damaging, it finds that the 
browser is not a separate product 
from Windows; Microsoft cannot 
therefore be guilty of the anti- 
trust crime of “tying" together 
two unrelated products, anH forc- 
ing them, on unwilling customers. 

Instead, the two products have 
been integrated In a way that 
provides genuine benefits to cus- 
tomers. They are more than the 
sum of the parts. 

“On the facts before us." says 
the court, “Microsoft bag dearly 
met the harden of ascribing 
facially plausible benefits to its 
integrated design as compared to 
an operating system combined 
with a stand-alone br o ws er.** 

The court that w£Q hear the 
broader Microsoft case will be 
bound by the Court of Appeal’s 
judgment. Of course, a skilful 
handling of the justice depart- 
ment's case at the hearings due 
this autumn may be able to 
resuscitate the browser issue. 
But without same such manoeu- 
vre, the antitrust case has been 
greatly weakened. 

The ruling highlights the draw- 
backs of a suit focused closely on 
the rivalry between Microsoft 
and its browser rival, Netscape 

ri unmimlraitinna 

This exposes the justice depart- 
ment both to judicial hazards - 
of the sort revealed yesterday - 
and to public scepticism. The 
case may yet recover, from both 
of these problems. But it will not 
be easy. 
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How well is New Labour 
managing the economy? The 
annual economic survey of the 
UK from the Organisation for 
Economic Co-operation and 
Development provides a good 
opportunity to assess Labour's 
first year. Overall. It gives the 
government good marks. 

New Labour inherited an 
economy that had been per- 
forming relatively well: the 
long-standing decline In UK 
output per bead relative to 
other advanced economies 
baited in the 19808; the unem- 
ployment rate consiste n t with 
stable inflation fell by 2 per- 
centage points over the past 
decade, to around 7 per cent; 
the cyclically adjusted fiscal 
deficit bad been dramatically 
reduced, from 6.1 per cent of 
gross domestic product In 1993 
to L9 per cent last yean and the 
economy had enjoyed a strong 
cyclical expansion. 

The challenge for Gordon 
Brown, the chancell or, was to 
stabilise the economy. Improve 
underlying performance and 
distribute prosperity more - 
widely. The OECD applauds the 
operational independence of the 
Bank of England, welcomes the 
code for fiscal stability, com- 
mends tile further reductions in 
the structural fiscal deficit and 
appreciates the logic of the wel- 
fare to work programme. It con- 
cludes that the government 
“pursues a broad reform pro- 
gramme which, on balance, 
looks well designed to promote 


growth and employment”. 

Yet concerns remain. The 
OECD forecasts that a big dete- 
rioration in the external bal- 
ance will play a central role in 
bringing output growth below 
its long-run trend. The result 
will be a classic squeeze on 
industries open to international 
competition. Whether this is 
consistent with Mr Brown’s 
wish to end the damage done by 
stop-go is debatable. 

Questions also arise about the 
structural reforms, of which the 
most important affect the 
labour market. The government 
inherited a relatively low struc- 
tural rate of unemployment, if 
only by today's miserable stan- 
dards for OECD member coun- 
tries, but also rapidly growing 
inequality of income and earn- 
ings. Its strategy is to raise 
employability, while re- 
orienting social outlays to tar- 
get those most in need and 
improve rewards from work. 

The OECD notes, however, 
that targeting tends to create 
high marginal effective tax 
rates for many workers: the 
trade-off between income redis- 
tribution and incentives to 
w ark is inescapable. It is also 
sceptical about the new work- 
ing families tax credit and the 

TTrinlmom wage. 

Yet Mr Brown should be 
pleased with the OECD. His real 
danger is the looming cyclical 
slowdown. It wDl give the econ- 
omy and the government a far 
more searching test 


Russia riled 
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One minute Russia was issuing 
denunciations, along with other 
members of the Group of Right, 
of India and Pakistan for their 
nuclear weapon tests. The next 
minute it was deciding t o sell 
India two nuclear power reactors. 

Add in Moscow’s destabilising 
sate of missiles to Cyprus this 
summer, and its clear opposition 
to any mflitary action by Nato to 
sort out the Kosovo crisis, and 
Russian foreign policy is starting 
to look generally unhelpful to 
western interests and strategy. 
And this at a time when Russia 
has just asked the International 
Monetary Fund for more aid to 
bolster Hs economy. 

This is a far cry from Moscow's 
almost meek co-operation with 
the west just after its Soviet 
empire collapsed. Is Russia delib- 
erately seeking to be unhelpful? 
And if so, what should the west 
should do in response? 

None of what Moscow is doing 
in south Asia, the Aeg ea n or the 
Balkans is heinous. The Indian 
reactor agreement goe s bac k to a 
19-year old deal long stymied by 
the Soviet collapsa Its signature 
last Sunday sends, according to 
the US, "the wrong signal at the 
wrong time". The US and other 
nuclear suppliers would -have 
liked Wwada to have insisted on 
international inspection of all 
India’s atomic power plants, but 
at least the two Russian-built 
ones will have such inspection. 

likewise, the US has tried, but 


felled, to dissuade Russia from 
arming the Cfreek Cypriots hi a 
way that is raising the tempera- 
ture on the island and between 
two Nato allies, Greece and Tur- 
key. But in the absence of any 
unrw embargo, Russia Is within, 
its. rights to sen Tnipsilfts which 
are ostensibly tor air defence, not 
attack. ~ 

On Kosovo, the Russians have 
mounted a laudable diplomatic 
Offensive to persuade Sorbs and 
ethnic Albanians to settle tbefr 
differences peacefully. Yet the 
western complaint is that Russia 
undermines Its own diplomacy by 
ref using to countenance a last 
reseat to force, even by others. 

Clearly, Russia feels no com- 
pulsion to go out of its way to 
help a Nato that keeps di smiss ing 
tts wwqfotnts about enlargement 
of the western alliance. Russians 
are also finding it hard to adjust 
politically to the shrinkage of 
thgir economy, as . evident in the 
Duma’s truculent attitude to the 
west And tile reactor and arms 
pafog may weB be driven primar- 
ily by the need for hard currency . 

S till, the combined effect of all 
these gestures is unhelpful. That 
does not mean, however, that the 
west should at this stage resort 
to -using Ks economic leverage. 
Nothing would bait the Russian 
bear more. Rather, the west 
should continue to stress it takes 
Rjiagift seriously - with rights as 
GB member that bring responsi- 
bilities along with them. 
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I t was not the birthday mes- 
sage Hong Kongers wante d 
to hear. “Our economic situ- 
ation is now very critical," 
said Tung Chee-hwa, the post- 
colonial leader on Monday, one 
week before the first anniversary 

of the territory’s handover and 

two days before the arrival Of 
President BUI Clinton in China. 
“The effects of the turmoil are 
more serious than we have antic* 
ipated." 

Mr Tung's bleak warning 
removed any doubts about Hong 
Kong’s ability to remain isolated 
from the recent round of Asia’s 
turmoil. The severi ty of the terri- 
tory’s slump has changed it from 
a regional safe haven to a poten- 
tial source of more instability, 
especially if its currency's link 
with the dollar is broken. More 
generally, it raises worries about 
the “one country, two systems" 
transition process that has so far 
worked remarkably well. 

Seeking to halt Hong Kong's 
slide, Mr Tung announced a 
HKS32bn package of measures. 
The centrepiece was a halt to 
government land sales, a decision 
aimed at shoring up property 
prices but one that will posh the 
territory's budget from an esti- 
mated surplus of HKgiibn to a 
deficit of HK$2Ibn tht« year. 

Other measures Include the 
exemption of Interest income 
earned locally from profits tax, a 
move which could bring up to 
HK$100hn into the banking sec- 
tor through the repatriation of 
deposits and help ease a severe 
credit crunch. A rebate of 
HK$4bn Is to be paid to rate pay- 
ers. and a HK$2bn fund Is to be 
set up to make it easier fur small 
and medium-sized exporters to 
gain access to loans. 

The of the programme, eas- 
ily the most serious attempt to 
counter the downturn. Is two 
fold: to help stimulate the econ- 
omy and to restore investors* 
confidence. It will be uphill work 
on both counts. 

The economy is suffering- Stan- 
dard Chartered Bank calculates 
that some HK$4.000bn has been 
wiped off the value of property 
and shares since last July, no 
less than HS$2m for each house- 
hold. Collapsing consumption, 
dwindling tourism and a severe 
credit crunch have prompted 
economists to predict that gross 
domestic product will shrink up 
to 4 per cent this year. A corre- 
sponding surge in unemploy- 
ment. now at a lS-year high of 43. 
per cent, has fuelled fears of 
mortgage payment defaults. 
Although banks are robust, with 
average capital adequacy ratios 
of 17 per cent, the speed of prop- 
erty price falls has unsettled the 
administration. “A 40 per cent 
fell in six months is traumatic,” 
says Donald Tsang, the financial 
secretary. 

The results are apparent all 
over the streets erf Hong Kong. 
The Golden Mile shopping dis- 
Irict, named far the price of its 
real estate, has lost its lustre, 
devoid of tourists and its tradi- 
tional bustle. A growing number 
of shops and restaurants in the 
surrounding streets of Kowloon 
are shattered. Those that are 
open are plastered with sale 
signs. On Hong Kong island. 
Gucci. Valentino and other brand 
name stores are offering dis- 
counts erf SO per cent or more. 
Dickson Concepts, an upmarket 
retailer, tills week announced it 
was taking provisions of 
HKgZOSm fer its operations, some 
12 times its profits last year. 

The package will do something 
to help. The suspension of gov- 
ernment land sales will clearly 
mean land prices wifi be higher 
than they would otherwise have 
been. The funds earmarked for 
easing the credit squeeze will 


Unhappy birthday 

As Bill Clinton goes to Beijing, FT writers look at China's 
main concerns. Today, John Ridding considers Hong Kong 


Tarnished Golden Mile 
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help, but says Dong Tao, senior 
economist at Credit Suisse First 
Boston, they will not be enough 
to end it 

But the bigger question is not 
whether the parkagn stimulates 
demand but whether it brings 
back the confidence of investors. 
“Sentiment is what is driving 
everything right now,” says Ste- 
ven Thompson, chief analyst at 
NWso Research Centre. ‘There is 
a lot of doom and gloom out 
there.” 

Although Mr Tung underlined 
Hong Kong's commitment to its 
exchange rate link to the US dol- 
lar, Niall Gooding, director of 
equity sales at Indosuez W.l. 
Carr, said the rescue package had 
actually undermined the 
long-term credibility of the 
exchange rate peg. “Without 
moves to do something about 
Hong Kong's growing uncompeti- 
ti veness against Japan and the 
region through asset deflation.” 
he said, “pressures will build on 
the exchange rate". 

The US credit rating agency 
Standard & Poor’s said the high 
interest rates needed to defend 
the peg and continued economic 
decline could lead to political 
pressure to break the link. The 
ratings agency placed Hong 
Kong’s currency ratings on “cre- 
ditwatch” implying they might 
cut the rating. Signs of departure 
from fiscal prudence to counter 
the downturn would encourage 


speculative attacks, it warned. 
Should the peg go, it would prob- 
ably lead to capital flight and 
financial chaos in Hong Kong, 
triggering a farther twist to 
Asia’s downward spiral. 

When investors face such a 
prospect, it is extremely hard to 
reassure them. Paradoxically. Mr 
Tung’s plans endeavours to allay 
their jitters run the risk of rais- 
ing concerns that, under commu- 
nist rule, the territory may be 

‘Sentiment driving 
everything right now. 

There is a lot of 
doom and gloom 
out there" 


drifting from its non-interven- 
tionist policies under pressure 
from politicians and property 
tycoons. Some in the investment 
community now sense an unwill- 
ingness to endure the pain of the 
territory's currency peg. 

The government's latest pack- 
age. which follows two smaller 
steps, came after demands from 
newly elected politicians. In an 
unprecedented show of unity, 
and the first real opposition to 
the pOSt-COlonial a rirerinig t rertinn, 
the seven main parties issued a 
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joint cal) for remedial measures, 
many of which were included in 
Monday’s announcement. 

This mounting economic mis- 
ery could fuel growing political 
assertiveness in the territory, 
posing a challenge to Mr Tung's 
administration and complicating 
Bering’s handling of its capitalist 
prize. “Difficulties in Hong Kang 
would make it harder for China 
to stay its hand", says one diplo- 
mat. 

This runs counter to Hong 
Kong’s loisser-foire traditions, 
under which, during a slump, the 
administration did not intervene 
and the economy corrected itself. 
“Pain is a central part of the cur- 
rency board system", says one 
Hong Kong fund manager. “So it 
is pretty worrying if they say 
they can’t stand it." He says 
attempts to obstruct cost adjust- 
ment will lead to an erosion of 
Hong Kong’s competitiveness and 
of International confidence in the 
Peg- 

Mr Tsang rejects such claims. 
“We are not undermining our 
principles or our fixed exchange 
rate", he says. With public spend- 
ing less than 20 per cent of gross 
domestic product, he argues that 
the government cannot stray 
from its stance of small govern- 
ment even if it wanted to. 

This response, however, serves 
to highlight its dilemma. Actions 
it takes to support the economy 
draw suspicion from foreign 
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Our Old 
Mutual Friend 

South African life assurer Old 
Mutual now planning to dump Its 
mutual status and Ost shares in 
London and Johannesburg, has 
always prefarred finesse to 
flamboyance when ft comes to 
choosing chairmen. At the first 
meeting hi Cape Town in 1845, 
members rejected John Baidwefl 
Ebden, a man with sjdetxms as 
long as boars' tusks and who 
made ftis fortune after being 
shipwrecked - reputedly clutching 
a beget gold - on bis way to 
India. Instead they opted for the 
doughty Scotsman John FairbaJm, 
a libera] witter, politician and 
exponent of mutuality. 

Mite Levett, today's chairman 
and chtef executive, is from the 
same mould. Ha may be 
restructuring one of South Africa’s ' 
largest financial organisations, but 
the 59-year-old actuary is doing it 
with as fltfle fanfare as possible. 

One reason is Levatfs distaste 
for personal pubfciiy; his manner 
is a stark contrast to the expanses 
and jovial Marfnus Deling, who's 
busy demutuaTtang rival fife 
assurer Sanlanv “Mike’s a vary 
bright guy." says a Levett faysfet 
at Old Mutual “But I wouldn't call 
him gregarious.” 

Mind you. the low profile could 
be useful as Levrtt tries to break 
with Old Mutual’s past Nationalist 
outrage is already brewing at the 
very thought of a pSJar of the 
South African financial scene 


having Its primary listing In London. 
But there’s no telling whether this 
sto r m will blow itself out The quiet 
man 'of South African life 
assurance may yet be forced to 
step Into the spotlight. 


Nice work 
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The French federation of assurance 
companies has come up with an 
Intriguing choice tor Its new 
president, to be voted In next 
week. It Is none other than Denis 
Kessler, the larger than fife 
academto^umed-tobbyist who 
resigned from the same post last 
year to join insurance giant Axa as 
international dractor. 

Kessler may be a big nose bt 
the Patronat, the French 
employers' federation, but It seems 
that fife at the management 
coal-face wasn't to his Eking. A 
couple erf weeks ago he 
abandoned his executive duties at 
Axa to become an adviser to 
chairman Claude Beb&tn now he 
can look forward to re-occupying 
ftts old office on the Boulevard 
Haussmann. A handy form of 
employment insurance. 

Flaming June 

There is never a good time for a 
financial scare, but Japan's tinting 
could hardly be worse. Not only Is 
June the month in which the 
Ministry of Finance conducts its 
annual game of musical chairs, 
shifting key staff Into new jobs, ft’s 
also the month chosen by the 
government lo replace the 


ministry’s banking bureau, which 
would have been charged with 
finding a solution for the problems 
of Long Term Credit Bank; the 
bureau actually pushed Its last 
paper dip on Monday, the day 
LTCB's shares plummeted. 

Optimists insist that bureau’s 
replacement, the brand-new 
Financial Supervisory Agency, wifi 
get to grips with the problem - but 
only once it gets Its own house In 
order. Japan’s politicians have in 
the meantime declared that they 
are now in charge of banking 

potey. Never mind the snail 
distraction of an election In three 
weeks time. * 

LTCB, meanwhBe, has its own 
sensitive txnlng issue to worry 
about executives are due to fece 
angry shareholders tomorrow at its 
annual general meeting. 

Herd instinct? 

Mora famHIar faces than a prep 
school reunion as Merrill Lynch 
returns to Canada with tiie 
acquisition of brokerage Midland 
Waiwyn. But the memories aren't 
all rosy. Four of Midland's top 
executives, including chief 
executive Robert Schultz and 
finance men William Fulton, 
worked for Merrill Lynch Canada 
before the company limped away 
from the great white north In 1890. 

Merrill made a huge push into 
Canada in the 1980s, opening a 
lavish C$1 50m Toronto 
headquarters and becoming the 
country’s thlrti-targest brokerage. 
But the Thundering Herd headed 


south when the Canarfian market 
turned sour, selling its retell trading 
business to CISC Wood Guidy at 
a fire-sale price and grumbfing 
about over-restrictive banking 
regulations. 

The cost ot coming beck - 
roughly C$1 .3bn in stock for the 
Midland takeover- should 
convince the firm to stick it out this 
time, though not everyone’s 
convinced it wifi. Merrill strategist 
Jerry Kenney, the architect of the 
company's current global effort to 
acquire independent brokers, was 
chief executive officer in the late 
1980s when the firm decided to 
retrench to New York. 


Equaliser 


As English soccer fans nurse the 
disappointment of a dismal defeat 
against Romania, here’s some 
World Cup cheer courtesy of 
Sridhar Chttyaia, who runs the 
Financial Industry Foundation, a 
London-based think-tank. 

He points out that Brazil last 
won football’s ultimate prize in 
1994 and before that in 1970. Add 
the two years together and you get 
3*964. Argentina last won in 1986 
and 1978, whBe Germany 
triumphed fn 1990 and 1974 - in 
both cases adding up to 3,964. 
Since England last won In 1966. it 
stands to reason that they are 
sure-fire favorites to lift the trophy 
this year. “Otherwise" says 
Ghftyafa, “ft raises fundamental 
questions about the whole theory 
of proof by induction In 
mathematics.” Take that, Ronaldo. 


investors and the risk of an Inter- 
est rate premium to defend the 
currency. But its limited powers 
undermine local confidence in 
officials' ability to stem the econ- 
omy's decline. As Tsang Yok- 
sing, leader of the pro-Beijing 
Democratic Affiance for the Bet- 
terment of Hong Kong puts it: 
“their credibility has been 
shaken." 

Caught between local and 
international concerns over the 
peg, Hong Kong's administration 
feces a formidable task. By itself, 
it might well strugjle to main- 
tain the peg and win back inves- 
tors' confidence. Given Japan’s 
glacial progress towards financial 
reform, few expect stability to 
return to Asia's markets any day 
soon. In these circumstances, 
what may well make the differ- 
ence to Hong Kong’s success are 
the wider concerns of China. 

For China, these economic 
developments have turned Hong 
Kong from a dynamo into a 
potential dilemma. The latest 
bout of anxiety was triggered by 
the tumbling yen and fears that 
China would be forced to devalue 
the renminbi, a move which 
would deal a heavy blow to the 
peg. If China were io devalue in 
an attempt to restore competi- 
tiveness. it would almost cer- 
tainly deal a mortal blow to the 
peg. Even If the mainland econ- 
omy merely continues to slow 
and mean that the ranks of the 
unemployed in China's industrial 
cities become a threat to social 
stability, then the odds would tilt 
towards a devaluation that puts 
security at home above the finan- 
cial health of Hong Kong. 

All the same. China will be 
highly reluctant to damage Hong 
Kong's economy unless it feels 
forced to because so fur. 11 coun- 
try has won international plau- 
dits for its hands-off approach. 
“We were promised a high degree 
of autonomy • and that is what 
we got", says Anson Chan. Hong 
Kong’s chief secretary. Beijing 
has steered clear of interference 
in the government south of the 
border and has turned a blind 
eye to issues such as this 
month’s commemoration of the 
1989 Tiananmen square killings. 
“So far, so good", agrees Richard 
Boucher, US Consul General in 
Hong Kong. Despite concerns 
over some decisions - such as 
legislation which could protect 
mainland institutions from prose- 
cution - “by and large there has 
been a maintenance of all the 
fundamental freedoms". When 
President BUI Clinton arrives in 
China this week. Hong Kong's 
politics may well provide a cause 
for encouragement in bilateral 
US relations, rather than the 
obstacle to wanner ties that 
many had feared. 

China will not want to imperil 
these achievements, because the 
initial success of the “one-coun- 
try. two systems formula” should 
improve prospects for peaceful 
reunification with Taiwan, one of 
the top priorities of Beijing's for- 
eign policy. "The smooth transi- 
tion of Hong Kong has increased 
our flexibility and our confidence 
on the question of Taiwan", says 
Zhu Weidong of the Chinese 
Academy of Social Science. 
Although Taipei rejects the Hong 
Kong model, Hong Kong’s return 
will ease some of Taiwan's fears. 

In short, Beijing will want 
Hong Kong to maintain the cur- 
rency Unit if possible. Both China 
and its territory have substantial 
foreign exchange reserves to call 
upon, if need be. That, of cfmrse, 
does not guarantee that the terri- 
tory will be able maintain the 
peg, still less win back investors’ 
confidence. It merely makes it 
possible. Considering the turmoil 
in Asia, that is perhaps as much 
as can be expected. 


100 years ago 

Baltimore and OMo scheme 
It Is with a sigh of relief that the 
City has received the Baltimore 
and Ohio scheme of 
reorganisation. It was as far 
back as March, 1896, that the 
Company unexpectedly 
defaulted, and Its affairs have, 
therefore, been In the hands of 
Receivers for more then two 
years; the fact of the system’s 
bankruptcy lying as a heavy 
load on the American market 
The collapse of the Baltimore 
and Ohio, which used to be 
regarded as one of the most 
Irreproachable of the United 
States railroads, was a very 
savers shock to the British 
investor; and when Mr. Stephen 
Uttie, the weU-known railroad 
expert, made an investigation of 
the Company's books aid 
discovered that the most 
scandalous style of cooking had 
bean going on for years, ft was 
the last straw. 

50 years ago 

Currency battle in Borin 
The Western and Soviet sectors 
of Berlin barred use of each 
other's currency to-day as the 
battle of the mark flared up to 
spilt the city into two money 
zones. The three Western 
Commandants declared last 
night's Russian money reforms 
‘null and void” fn their sectors 
and ordered toe Deutsche 
maAs to be put into circulation. 
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Earnings amnesia 


India and Russia extend 
co-operation on defence 


Faced with a problem you cannot solve? us Micas 
Just pretend it will go away. This may 
hardly be a- recipe for b usiness success, 

but It sums up the Wall Street approach 

to the impact af Asia on US corporate a 

profits. First-quarter earnings growth has jzo 

already dropped from 10 per cent in 1997 

to 4 per cent this year and most analysts us 

predict the same or worse for the immi- 
nent second-quarter results. Thereafter, «o 

however, Asia and its nasty side-effects Jr# 

magically disappear from the forecasts. 105 jhr 

Conseosus expectations, as measured by _ jjf 

First Call, see earnings growth rebound- ,D0 

ing to 16 per cent by quarter four and to Kl \ 
an astonishing 18 per cent for 1999. 

This is pie in the sky. The hope that 
Asia would be a mere distraction has been 
burled by renewed regional turbulence 
and the breathtaking scale of Japan's Africa still has 
problems. As a growing number of profit other hand, a 
warnings demonstrate, many US com- large group w 
panics are being squeezed by a strong investor sentin 
dollar and faltering exports. They may will resolve Uu 
soon have to deal with wage pressures London plans. ' 
and a slowing domestic economy too. tal markets doi 

The stock market has moved sideways po rated in the 
since April, but investors still appear anyway struggi 
unaware of the danger. Take a more real- that a South Ai 
istlc number for earnings growth: say, 6 pelting buy. 
per cent for 1998 and s per cent next year. If the govern 
Assume, generously, that the market can brave. It woulc 
maintain its current price/earnings ratio the rand's re 
despite that reduced growth. This would exchange contr 
still involve share prices falling by more increasingly li 
than 10 per cent could do as it j 

Old Mutual Selfridges 

Is South Africa's largest life assurer. The manager 
Old Mutual, planning to follow Billiton ment store is 
into the FTSE 100? Demutualisation only bondage that It 
takes place next year, so the group timing of the d 
remains predictably coy. But the political holders, the be 
rumblings have already begun with the masochistic pi 
trade unions moaning about capital flight, break-up being 
If Old Mutual does go the London route. Yesterday's tr 
these can only intensify. The government another shavini 
goes to the polls next year having signally For Selfridgt 
Called to deliver jobs to its supporters, profits are expt 
Any sign of business trying to escape the £L8m, half the 1 
pain will be a red-bat political issue. Old Street refurbis 
Mutual's role as the national piggy-bank opening take th 
only raises the stakes further. asset value of 

The government is in a no-win position, guide. But disa 
Having let Billiton through the door, say- Freemans mail < 
ing no to Old Mutual may look capricious, uation back tc 
It will also be a reminder that South must still be cu; 


Africa still has exchange controls. On the 
other hand, a move offshore by such a 
large group would be a heavy blow to 
investor sentiment. Perhaps Old Mutual 
will resolve the dilemma by dropping its 
London plans. Tapping international capi- 
tal markets does not require being incor- 
porated in the UK. and Old Mutual may 
anyway struggle to convince UK Investors 
that a South African life assurer is a com- 
pelling buy. 

If the government wanted to be really 
brave. It would take the opportunity of 
the rand's recent plunge to abolish 
exchange controls. The downside must be 
increasingly limited. Then Old Mutual 
could do as it pleased. 


The management of Selfridges depart- 
ment store is so keen to escape Sears' 
bondage that It simply shrugs at the lousy 
timing of the demerger. For Sears' share- 
holders. the best hope is to derive some 
masochistic pleasure from the group's 
break-up being conducted at a low point. 
Yesterday's trading statements led to 
another shaving of valuations. 

For Selfridges, this year's operating 
profits are expected to slide to less than 
£l8m, half the 1996-97 level, as the Oxford 
Street refurbishment and Manchester 
opening take their toU This leaves the net 
asset value of nearly £330m as the best 
guide. But disappointing news from the 
Freemans mail order business sent its val- 
uation back towards £20Oul Investors 
must still be cursing Margaret Beckett for 


blocking its £370m sale to Uttlewoods. 
Meanwhile, the soggy high street clothing 
market has undermined the rump Sears’ 
chains, leaving them at, say, £230m. All 
this leaves the total below 60p a share: 
hence yesterday’s -close of 56%p. While 
this beats February’s 38p nadir, more 
value has been created by shifting the 
British Shoe Corporation than by demer- 
ger excitement. Trade sales ought to 
deliver more Immediate gains, but there Is 1 
no sign. 

It should at least be possible to say 
things cannot get worse. But higher inter- 
est rates, slower house sales and some 
nasty surprises - the latest from Carpet- 
right - have weakened the outlook for all 
but the strongest in the sector. 

Orange 

Every revolution has its mouthpiece. 
None talks louder than Orange on the 
virtues of wlrefree communications. Yes- 
terday's (phone) call from the barricades 
contained two messages. The market pre- 
ferred to concentrate on the more favoura- 
ble one. 

In 2004, Orange reckons half the UK 
population will be hooked on their mobile 
phones - to the irritation of the remain- 
ing 50 per cent The current ratio is 16 per 
cent and the market wfll need to jump 
from its current run-rate of more than 2m 
subscribers a year to 3m to get there. That 
looks feasible If the UK follows the Scan- 
dinavian model. Orange's other vision 
thing - that in 10 years 90 per cent of 
mainstream voice traffic wfll be transmit- 
ted over wlrefree networks - calls for scep- 
ticism. BT will not just watch the value of 
its fixed-line business erode. 

The more ambiguous news was 
Orange's cut In off-peak rates and offer to 
match same rival tariffs. This Is a signifi- 
cant departure for a company that has 
prided itself on not following others down 
the price-cutting route. Spread across 
Orange's offering, the cuts will not 
amount to much and should be offset by 
extra demand. But they are a sign of 
growing competition. Orange's share of 
the growth in net new subscribers has 
slipped from 2K5 per cent to 25J2 per cent. 
Competing on branding, strength of ser- 
vice and network is no longer enough. 
That Is what happens when technical rev- 
olutions give way to mass-marketing. 


By Marfc Mcboison a Mew Defti 

India and Russia have agreed to 
extend their defence co-operation to 
include collaboration on anti-ballis- 
tic missiles and other high-tech 
weapons systems. 

The move is likely to irk Russia's 
fellow members of the G8 group of 
major industrialised nations already 
critical of a joint Indo-Busslan 
nuclear power agreement signed this 
week. The Russia deal is sem as 
diluting (he impact of a united Ga 
condemnation of Indian nuclear 
tests in May. 

Defence officials in Delhi said a 
senior Indian delegation had 
returned from a week-long trip to 
Moscow with a broad agreement on 
“joint production and coUaboration” 
with Russia in radar technology, 
submarines, anti-ballistic missile 
systems and “electronic warfare" 
technology. They gave no further . 
details of the pact, which did not 
include specific defence contracts. 

Officials said the agreement 
emerged from an annual meeting of 
an Indo-Rossian Joint working group 


on defence established in 1964, 
which had been scheduled before 
India undertook its controversial 
nuclear tests in May. 

The US State Department yester- 
day said the military agreement 
“sounds like an expansion of previ- 
ous agreements'* on military 
cooperation. It said the Indian gov- 
ernment might be “playing it up 
big” to demonstrate that it is not 
isolated from the rest of the world In 
the wake of its nuclear bomb tests. 

The nuclear tests, and Pakistan's 
matching blasts, prompted a joint G8 
communique earlier t m month in 
which Russia and other signatories 
undertook to refrain from exporting 
to either country “technology that 
could contribute to weapons of mass 
destruction or missiles capable of 
delivering them". 

The dfifencp pact follows the week- 
end si gning of an accord confirming 
a id-year-old deal for Russia to con- 
struct two 1000 megawatt civilian 
nuclear power stations in southern 
India. 

Washington criticised the deal an 
Monday, with James Rabin, state 


department spokesman, saying: "It 
is the wrong message at the wrong ' 
time." The US would urge theRua- ' 
sians to reconsider. 

Mr Kobto said the nuclear power 
deal “undercuts the good worius*- 
have done in the PS (permanent 
members of the UN security corajcSJ 
and the G8 to get India to uadjsr- 
stand that nuclear testing - does not- 
bring rewards." /•;.-= 

Indian officials said they ‘wel- 
comed" the Russian agreement on' 
defence co-operation. “The fact that' 
this has taken place after the 
nuclear tests is significant, and the..: 
feet that it means an upgrading of 
levels of co-operation Is also wel- 
come and significant," said one : 
defence ministry official- 

Moscow has been India's chief for- 
eign arms supplier since the early 
1960s and maintained close ties wife 
Delhi throughout the Cold War. 

Soviet-made equipment, supplied 
on easy terms, makes up the bulk of 
India's navy, airforce and artsy 
material. In 1996 India signed a 
$1.5bn deal for 40 Sukhoi 30K multi- 
role combat aircraft 
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By flfiai Tett in Tokyo 

The Bank of Japan injected YlJZOObn 
($a7bn) into the Tokyo money mar- 
kets yesterday to stop financial jit- 
ters from pushing up lending rates. 

The Intervention was triggered by 
fears that some creditors were cut- 
ting l ending to weak financial insti- 
tutions, after a recent slump in the 
share price of Long Term Credit 
Bank of Japan. 

The move appeared to calm mar- 
ket unease, traders said, and kept 
overnight lending rates stable, as 
similar measures had last Novem- 
ber. The LTCB share price rose Y9 
from its record low of YG2 an Mon- 
day. On Monday night, senior politi- 
cians in the ruling Liberal Demo- 
cratic party proposed merging' LTCB 
with the Japan Development Bank, a 
government body. 

Analysts said concerns about the 
financial sector would, not disappear 
until the government produced a 
credible plan to remove the banking 
sector's bad loans. 

Fitch IBCA, the rating agency, yes- 
terday warned that Japan's banking 


problems might potentially trigger a 
downgrade of the country's triple-A 
credit rating: 

“Domestic recession, the Asian cri- 
sis, the decline in Japanese equity 
prices and the weakening of the yen 
have compounded the difficulties 
feeing the Japanese banking sys- 
tem it said. “Ihe relative strength 
of Japan in servicing external oblig- 
ations may deteriorate if the domes- 
tic situation does not Improve." 

LDP politicians yesterday started 
work on a proposal to create a 
“bridge bank” to extend loans to bor- 
rowers of failed institutions. This 
scheme will be finalised by July 8, 
the party said. 

The LDP and its alliance partners 
also agreed yesterday to submit a 
bill to the next session of parliament 
in late July to help banks to make 
fester bad fawn disposals. 

This would include measures to 
amplify the property code, introduce 
tax breaks for hanks that write off 
bad loans, and create private-sector 
companies that could act as interme- 
diaries for the sale of real estate. The 
LDP will also strengthen the role of 


the Co-operative Credit Purchasing 
Company, a private body that pur- 
chases bad loans from banks. 

Separately, the Financial Supervi- 
sion Agency, the new regulatory 
body that began operations on Mon- 
day, pledged to carry out rapid new 
inspections to assess banks’ bad 
loans. These were welcomed by 
some Western diplomats. However, 
in an indication of the problems that 
dog the policy process, the Minis try 
of Finance Is blocking proposals . 
from the Bank of Japan to farce Jap- (R 
anese banks to make better bad loan 
disclosure. 

Last week, Masaru Hay ami. Bank 
governor, called on the banks to 
make a “voluntary disclosure" of 
their internal bad loan estimates. 
However, senior MoF officials, con- 
cerned that the new figures would 
dent market confidence, are fighting 
these plans. 

Bridge bank sdutioa, Page 8 
Observer, Page 13 
Hong Kong MlMay, Page 13 
Cvrenctes, Page 25 


IbraNm Rugova, left, the Kosova Albanian leader, with US ■ 
Richard Holbrooke after talks In Skopje yesterday. Page 2 
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FT WEATHER GUIDE 


Europe today 

Low pressure over western Russia 
mV keep rite Baltic States unset- 
tled with showers or longer spete 
of rain. Thunderstorm s are afcra 
possible In Poland and near the 
Black Sea region. South-east Swe- 
den and southern Finland win see 
showers at first, but the rest of 
Scandinavia will be mostly dry. 
Germany and central Europe will 
be showery, but France and west- 
ern Europe will be warmer wife 
hazy sunshine. Most of the 
Mediterranean win be sunny apart 
from fee odd thunderstorm over 
the Balkans and Greek mountains. 

Rve-day forecast 
Western Russia win remain cool 
wife Showers. Centra! and eastern 
Europe will turn more humid but 
showers and thunderstorms win 
spread from fee west on Friday 
and Saturday. North-western 
Europe will turn showery by fee 
weekend, but fee Mediterranean 
wlB stay mostly hot and sunny. 
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Chief of Seagram’s music, 
arm aims to raise morale 

Doug Morris (left) seems 
to have tended his 

dream yob by becomfng 

chairman and chief 
®x8cirtive of Seagram’s 
enlarged music busi- 
ness. He is set to merge 
the Urweraal Music sub- 
sidiary with the record 
labels of PofyGram, the 
Dutch entertainment 
company for which the* 
Canadian group has 
mounted a $1Q.4bn bid. But he faces the chal- 
lenge of raising morale at PofyGram. Page 16 

. Philippine Airiines hits turbulence 

Philippine AWnes, Asia’s oldest carrier, which has 
fiebts of 85.1 bn pesos ($2bn), has agreed a plan 
with its creditors. The airline has been hit by a 
pitots' strike, the threat of a ground crew strike 
and a S4bn reflecting programme. But critics say 
the plan agreed was tong overdue. Page 20 

Hong Kong unimpressed by package 

Hong Kong's stock market remained unconvinced 
by the government’s bid to stimulate the economy, 
managing only a feeble rise. Page 38 

Agco chairman ruffles feathers 

ft Robert Ratliff, chairman and chief executive of 
~ Agco, the US agricultural machinery maker, is not 
afraid to make his takeover plans pubfic. He has 
recently enhanced his reputation as a deatmaker 
who is not afraid to ruffle feathers. Page 18 

European bond prices end higher 

European bond prices ended modestly higher, but 
trade was thin to a market gripped by the dollar’s 
fortunes and starved of domestic news. Page 24 

Central banks urged to raise rates 

Central banks should treat the gold in their 
reserves Wee any other currency and charge higher 
interest rates for ft, Brett Kebble, executive deputy 
chairman of JCf Gold of South Africa, told the 
Financial Times world gold conference. Page 26 

Sterling holds its ground 

Steading held up despite disappointing balance of 
payments figures. The UK current account deficit 
for the first quarter was twice the size of market 
^expectations at £3.2bn ($5.3bn). Page 25 

Wall Street and dollar lift bourses 

Europe's equity markets pushed higher in fine with 
early s trength on Wall Street and reverting a 
dreary session for Asian equities. US shares and 
the dollar were the main motivation. Page 36 

Wanting on credit derivatives growth 

Rapid growth in the market for credit derivatives , 
carries the risk of serious abuse and a s6de .. ■ 
towards "jungle capftafiam”, according to the biter- 
national Securities Market Associ ati on. Paige 24 
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UK may veto bid for Westinghouse 

Government-owned BNFL’s participation in nuclear deal faces block because of business risk 


By Robert Peston, David Mgbton 
and Vsgtab Marsh in London, end 
fficfcsfd Woffle in Wasfttogtaa 


Tie UK government is 
considering vetoing British 
Nuclear Fuels* planned partici- 
pation in the acquisition of the 
Westinghouse nuclear busi- 
nesses In the US because of the 
business risks involved. 

Alistair Barling, the chief 
secretary to the Treasury, Is 
studying the proposal which 
would involve government- 
owned BNFL taking on some 
51-Sbn of liabilities. 

BNFL is bidding: for the busi- 
nesses - being sold by CBS 
Corporation, the media group 
- as part of a consortium with 


Morrison Kmidaen, a US engi- 
neering group. It is thought 
the consortium will acquire 
the b usin e ss es for a n^n^n^i 
sum because of the liabilities. 

Although the government 
acknowledges the deal could 
be a significant opportunity 
for BNFL, ministers are wary 
of the risks. 

“We are not vetoing it yet. A 
decision will be made in the 
next few days,” said a member 
of the government He said 
many of the UK's best private 
sector companies had made 
disastrous acquisitions in the 
VS. 

A veto would be a blow for 
BNFL which sees the deal as a 
springboard to privatisation. 


However, the government 
views privatisation as a dis- 
tant prospect and is mainly 
concerned about BNFL’s abil- 
ity to manage the business. 

The deal would give BNFL 
access to the technology 
behind a third of the world’s 
more than 430 nuclear plants. 
Although few new plants are 
being constructed, there is a 
multf-billion-dollar market in 
decommissioning old reactors. 

The business also includes a 
smaller government services 
division whose activities 
include servicing nuclear 
weapons. 

In the UK, BNFL is merging 
with Magnox Electric, the 
state-owned nuclear utility 


which owns sts ageing reac- 
tors all due for decommission- 
ing in the first decade of the 
new century. 

BNFL, which runs the Thorp 
reprocessing p last at SellafleW 
in north-west England, has 
also been in talks for several 
months with Siemens over 
merging the German group's 
nuclear businesses with its 
fuel fabrication and uranium 
trading operations. 

The consortium was chosen 
ahead of rival French and US 
bidders. It is believed the 
French consortium included 
Framatome and Cogpma. both 
state-owned companies. 

BNFL and Idaho-based Mor- 
rison Knudsen already work 


together in the US on govern- 
ment c on tracts to dispose of 
waste from atomic weapons 
production. 

BNFL's US operations 
account for a large part of 

sales from international activi- 
ties which in 1996 contributed 
£30 Un ($8iTm>. or 33 per cent, 
of group sales. 

CBS, the former Westing - 
house Electric, has said it 
would like to sell the busi- 
nesses by the middle of this 
year. Last month, it agreed to 
sell its Westinghouse Process 
Control Division to Emerson 
Electric for S265m. Emerson 
will provide Wcstinghouse's 
nuclear power business with 
technology and spare pans. 


Charles Schwab 
plans move into 
on-line banking 


By John Anthers In New York 


Charles Schwab, the largest 
US stockbroker, is planning a 
move into on-line banking as 
the convergence of financial 
services in the US gathers 
pace. 

The move could further 
erode the power of established 
commercial banks which have 
Been several of their busi- 
nesses, such as credit cards 
and mortgage lending, snapped 
up by specialist competitors in 
recent years. 

David Pottruck, Schwab's co- 
chief executive, said the com- 
pany was already piloting an 
on-line cheque account with 
its existing customers. He said: 
"We looked at our product mix 
and we saw that the product 
we were missing was a cheque 
account Our people say that if 
they could get a cheque 
account from Schwab they 
wouldn’t need a bank." 

Schwab already offers the 
facility to write a cheque an its 
investment accounts - a type 
of account introduced in the 
US by .Merrill Lynch. But it 
has found that most customers 
want to keep transaction and 
investment accounts separate. 

Mr Pottruck said the cheque 
account now being tested was 
a transaction account, with 
very easy linkages of liquidity 
to Schwab investment 
accounts. The new account 
would be offered only to 
Schwab’s most regular custom- 
ers possibly no more than 
100.000 out of the 5m clients 


who hold some form of broker- 
age account with the company. 

However, it would have 
higher interest charges and 
lower fees than equivalent 
products from banks, and 
could form an important part 
of Schwab's plans to reinvent 
itself as a broad-based finan- 
cial intermediary doing most 
of its business on-line. 

Schwab’s share price has 
dipped substantially this year 
because analysts are dubious 
about Its ability to retain a 
heavy share in the market in 
the face of competition from 
cheaper internet discount bro- 
kers. 

But Mr Pottruck made clear 
that Schwab believed it had a 
distinctive niche, offering both 
share trading and mutual 
funds, with a network of 
branches - mostly cited in city 
centres - for those who felt 
uncomfortable dealing solely 
on-line. 

The company also wants to 
expand Internationally, taking 
advantage of the fact that bro- 
kerage services have devel- 
oped far more swiftly in the 
US than they have elsewhere. 

He said: “Our biggest oppor- 
tunities are in three places - 
Europe, with the advent of the 
euro; Japan, as they deregulate 
and their equity markets ulti- 
mately grow a little stronger; 
and China.” 

It is looking at possible 
acquisitions or joint ventures 
In all these areas. 

Schwab’s retoveufion, Page 18 



Coca-Cola Beverage* finance director Craig Owens, left, and chief executive NevOe fedei after launching the 
prospectus for the newly formed Coke bottler's London feting. Report, Page 1 6 Malcolm Watson 


Amadeus holds merger talks 
with US rival Worldspan 


By Jonathan Ford 


Amadeus, the computerised 
reservation system owned by 
Air France, Lufthansa of Ger- 
many and Iberia of Spain, is In 
advanced negotiations about 
merging with a US rival in a 
move that would create the 
world’s largest travel booking 
network. 

Worldspan, which Is owned 
by three US airlines, has been 
in talks with Amadeus for the 
last six months. A deal could 
be announced within the next 
fortnight. 

A merger would give the 
combined group a global mar- 
ket share of about 35 per cent, 
based on the number of book- 
ings taken. This exceeds the 
share of the world number 
one, Sabre of the US, which is 
estimated at 33 per cent 


Amadeus, which confirmed 
the discussions were taking 
place, described the deal as a 
“logical step". “Worldspan is 
very complementary to our 
operations and we know they 
feel the same way," the group 
said. Worldspan refused to 
com m ent 

Analysts said Worldspan, 
which is the world’s number 
four with a global market 
share of 12 per cent represents 
the last large acquisition 
opportunity in the sector. 
Amadeus snapped up the last 
big reservations system when 
it bought System One from 
Continental Airlines of the US 
in 1995. 

It is thought that Sabre and 
Galileo, the world's two largest 
systems, would be precluded 
from bidding because of their 
high market shares. 


Worldspan is owned by 
Delta, Northwest and TWA, 
who are expected to swap their 
stakes for shares in the 
enlarged Amadeus group. The 
merger could value Worldspan 
at up to $1.5bn. 

A merger would be well 
received should Amadeus sub- 
sequently seek a listing on the 
stock market - a move 
recently floated by Lufthansa, 
which owns 29 per cent or the 
shares. 

Sabre and Galileo have gone 
public in the last two years, 
realising large sums for their 
airline owners. Galileo's initial 
public offering in July 1997 
valued it at $2.45bn and the 
shares have since risen by BO 
per cent. Recent estimates 
have suggested that Amadeus 
could be worth up to DM7bn, 
($4bn) if it went public. 


Old Mutual 
sets sights 
on London 
listing 

By Victor KaBst to JdtwwttoiB 

Old Mutual, the South African 
life assurer and fi na n c ia l ser- 
vices group which intends to 
demutualise next year, plans 
to make its primary listing In 
London rather than Johannes- 
burg. 

It may seek to incorporate 
Itself in the UK to pursue its 
international ambitions, 
according to Old Mutual exec- 
utives. 

The Congress of South Afri- 
can Trade Unions, which is 
allied to the ruling African 
National Congress, expressed 
outrage at the idea of a pri- 
mary listing in London, saying 
it would facilitate capital flight 
from South Africa. 

But a more significant move 
than the listing itself would be 
an attempt by Old Mutual, 
which is expected to have a 
market capitalisation of some 
R50bn ($9bn) to join the FTSE 
100 in order to increase its 
attraction to international 
Investors. 

Companies that want to 
become constituents of one of 
the market Indices also have 
to be UK Incorporated and res- 
ident in the UK for tax pur- 
poses. 

Such a move of domicile to 
the UK would follow the exam- 
ple of Billiton, the non-pre- 
cious metals group which Gen- 
cor. the South African 
conglomerate, listed in London 
last year and which Is now in 
the FTSE 100. 

Old Mutual planned to issue 
a public statement on its inten- 
tions yesterday, but the 
announcement was cancelled 
without explanation. The 
group did not, however, rule 
out the Billiton option or the 
possibility of Old Mutual's 
inclusion in the FTSE 100. 

Old Mutual executives 
expressed concern yesterday 
about the perception that the 
group was heading offshore for 
political reasons, even though 
3.3m of its 3.6m members are 
in South Africa. Given existing 
exchange controls, any move 
offshore would have to be 
approved by the government, 
“Ccsatu is saying that we’re 
deserting the country and 
moving capital, but in effect 
our main trading centre will 
be South Africa.’* said one. 

Johannesburg stockbrokers 
were more relaxed, suggesting 
that a London base was logical 
for a group wanting to expand 
in the UK and internationally. 

Observer, Page 13 
Lex, Page 14 
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France to supply missing 
linkers for Euroland 


After Hungary’s launch last 
month of an inflation-BiilMd 
government bond and 
Sweden's issue this week of a 
new 30-year linker, the next 
move is likely to be up to 
France, which is planning an 
inflation-linked issue soon that 
wifi set a benchmark for 
Euroland. 

This mi ght seem an odd 
move, with the French annual 
inflation rate hovering at just 
1 pm- cent, against Hungary’s 
15 per cent -plus, but the 
French Treasury Is a keen 
innovator. Elsewhere, inflation 
is not such a trivial problem In 
the UK, Australia or even the 
US, all with index-linked 
government bond sectors. 

But finkera are still some 
way short of forming a 
coherent global asset class. 
Curiously, the most obvious 
current anomaly fs evident not 
to the smaller or newer 
markets, but in the 
long-established and relatively 
liquid UK index-linked gilts. 
This sector is valued at almost 
SLOObn, twice as much as the 
equivalent US Treasury 
Inflatim Protected Securities 
Clips), although the Americans 
have come a long way in. two 
years. 

Beal yields in the range L5-4 
per cent have been typical for 
UK index-linked gilts over the 
past decade or so, and the 
same range applies at present 
around the world * subject to 

slight differences in the 
formulation of the bonds. Yet 




UK linkers currently offer only 
about 2,6 per cent. 

The tumble in the real yield 
from 34> per cent in little more 
than a year has powered a 
12-month total return on the 
longest-dated linkers of more 
than SO per wnt (in ore t>ian rm 
the All-Share index). This Is 
remarkable for what bad 
gained a reputation as a 
distinctly dreary asset class tn 
the previous 15 years. 

Some of the more 
value-conscious UK pension 
fund managers, Kke PUFM, 
have responded by switching 
Into US Tips, which yield 
about 3.7 per cent real. One 
ra tionalisation is that high 
Ups yields reflect the slowness 
of US investors to understand 
the merits erf! the bonds and 
develop a valuation 
methodology. 

A more Hkely explanation, 
though, is that there has been 
a serious squeeze across UK 
asset classes which has pushed 
linkers out of line, in the 
absence of adequate 
cross-border arbitrage. 

This goes back to the sudden 
imposition a year ago of tax on 
dividends received by UK 
pension fUnds, but not on band 
Interest Meanwhile, mature 
pension funds are under 
pre ssure to match investments 
and liabilities more closely, 
notably through, the Impact of 
the minimum binding 
requirement (a benchmark 
imposed by recent legislation). 

Index-linked gilt yields have 


been squeezed down by the 
sudden tumble in the effective 
yield on UK equities to under 
2.5 per cent. They have also 
been depressed by the need to 
accommodate a reasonable 
implied inflation expectation 
(of around the Bank of 
England's 25 per cent target) 
within an overall nominal 
yield of not much more than 
5^ per cent on conventional 
gilts. 

Arguably, however, the 
apparently higher real yield on 
US Tips includes a necessary 
risk premium to allow for 

tamp ering with the Consumer 
Price index. The Boston 
Commission declared in 1996 
that the CPI has overstated 
inflation by more than 1 per 
cent a year and gradual 
adjustments are under way, to 
the detriment of future returns 
on Tips. 

The French linker (to be sold 
across Europe) would give an 
early indication of market 
sentiment about future 
Euroland inflat ion although 
the bond will be linked to the 
French CPI rather than a 
Europe-wide inflation rate. A 
true Emolinker would 
presumably be based on the 

Harmonised CPL 

Of course, if we are heading 
for a deflationary world all 
beta are off. Being linked to an 
index heading downwards 
would not be much fun. We 
should not expect Japanese 
|wlw.TiniHyi bonds any time 
soon. 



appear* o> a matter of rcconf oitfr. 


A mo 199* 





Manor House 
Furnishings 
Limited 


Beauvale Furnishings 
Limited 
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Institutional Buy Out 

Transaction led and arranged by 

Royal Bank Development Capital 

£16,400,000 

institutional equity underwritten by 

Royal Bank Development Capital 

Senior debt arranged and underwritten by 
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Advisors to Royal Bank Development Capital 
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DRINKS COCA-COLA BEVERAGES PUBLISHES PATHFINDER PROSPECTUS FOR LONDON LISTING 


Coke bottler valued at £1.3bn-£1.7bn 


C o nsumer todastries Editor 

Coca-Cola Beverages, the 
newly formed Coke bottler 
for eastern and central 
Europe, yesterday with a 
preliminary price ^ange of 
l25p to IGOp a share. - 
This would give the com- 
pany, Coke's fourth largest 

anchor bottler, a market cap- 
italisation of between £1.3bn 
and £i.7bn when trading 
starts on the London stock 
exchange on July 13. 


Danone 
invests in 
Chinese 
water 

By Andrew Jack in Paris 


The wide range in the 
price es timat e reflects uncer- 
tainties over the number of 
shares which will be on sale 
and the currency risks of 
doing business in 13 markets 
-including most of the former 
Soviet satellite countries of 
eastern Europe. 

David Lang, analyst at 
broker Henderson Cros- 
thwaite, said he expected the 
shares, which will be a con- 
stituent -of the FTSE 250 
index, to be in demand from 
the growing number of 


index-tracking funds. 

“It is also a great opportu- 
nity to invest in these 
emerging markets with a 
much clearer proposition 
than less specialised groups 
such as Unilever or Nestle," 
be said. 

Other analysts said they 
expected investors to be 
wary of the risks of the 
region. A currency loss on 
operations in Romania fol- 
lowing a sharp tail in the 
currency during 1997, for 
example, led to an excep- 


tional charge of £&8m. 

The new company resulted 
from demerging the Euro- 
pean wing of Coca-Cola 
Amatil, the Australian-based 
bottler, and merging it with 
Coke's bottling operation in 
northern and central Italy. 

No new capital is to be 
raised from the flotation, 
which will allow Amatil 
shareholders to sell their 
stake in the new company 
through a bookbuilding exer- 
cise run by SBC Warburg 
Dillon Read. The number of 


shares to be sold wflJ not be 
known until July 3. 

San Miguel, the Philippine 
conglomerate, will own 
almost a fifth of the l.D79bn 
shares and has indicated it is 
likely to sell these over the 
longer term. It has given an 
undertaking, which is not 
legally binding, to sell 
at least 50m shares in the 
flotation. 

Kerry Group, the Hong 
Kong-based holding com- 
pany owned by Robert Knok, 
has given no indication of 


what it plans to do with Its 
4.4 per cent stake. The popu- 
larity of Coke bottlers with 
US Institutions means they 
are likely to retain a 13.5 per 
cent stake after demerger. 

The remaining 13 per cent 
is largely held by Australian 
investors. Tim Potter, of 
Merrfl Lynch, said they were 
likely to want to sell shares 
in a company operating out- 
side the region which will 
not be able' to pay franked 
income when it eventually 
starts paying dividends. 


Danone, the French 
agro-food business, has 
acquired a controlling inter- 
est in two of China's leading 
bottled water producers and 
distributors. 

The group paid an undis- 
closed sum for the purchase 
of 60 per cent of Health, a 
quoted company that oper- 
ates two brands - Health 
and Yili - in the Guangdong 
region of southern China. 

Danone already controls 51 
per cent of Wahnh a. a Chi- 
nese company that accounts 
for over 30 per cent of puri- 
fied water sales, which rep- 
resent 60 per of the market 
for bottled water. Health and 
Yili have annual sales of 
SOm litres or 12 per cent of 
the Chinese market 

Danone this month 
announced the acquisition of 
a 40 per cent stake in Aqua, 
an Indonesian company that 
has about half the national 
market with sales of more 
than one billion litres of 
spring water a year. 

Hie company stressed the 
market growth potential for 
bottled water in China, 
where annual per capita con- 
sumption is just one-fiftieth 
that of Europe. The Chinese 
market grew by 20 per cent 
last year. 

Danone said the acquisi- 
tions were part of its strat- 
egy of expanding in Asia as 
one of three priority regions 
along with Latin America 
and Eastern Europe, and 
notably for biscuits and 
water. 

It said the recent Asian 
financial crisis had made 
such purchases affordable in 
a way they would not have 
been several months ago. 


Merger gives PolyGram staff the blues 

Morale at music group is suffering In the wake of the Seagram deal, writes Alice Rawsthom 


O n paper it looks as if 
Doug Morris, the for- 
mer songwriter who co- 
wrote Sweet Talkin' Guy. 
has landed his dream job by 
becoming chairman and 
chief executive of Seagram’s 
enlarged music business. 

After three yeans of run- 
ning Seagram's Universal 
Music subsidiary, Mr Morris, 
59. is now poised to merge it 
with the record labels 
belonging to PolyGram, the 
Dutch entertainment com- 
pany for which Seagram has 
bid $10.4bn. The merger will 
create the world's biggest 
music group with dozens or 
best-selling acts on its roster 
including US, Bob Marley. 
Beck, Sheryl Crow, Aqua 
and All Saints. 

However, Mr Morris faces 
the challenge of raising 
morale among PolyGram's 
executives, who were 
shocked to see their com- 
pany auctioned off. That will 
be complicated by the risk of 
both businesses losing mar- 
ket share during the delay of 
up to six months while Sea- 
gram clears the merger with 
antitrust authorities. 

PolyGram's performance 
has deteriorated in the five 
weeks since Seagram 
announced its deal. Last 
week, Seagram reduced its 
original $l0.6bn offer by 
5200m after discovering Poly- 
Gram had slipped below ini- 
tial management estimates 
during that period 
Seagram's rationale for 
buying PolyGram is that 
Universal Music, the small- 
est of the “big six" global 
music groups, was unable to 
compete in the heavily con- 
solidated music market. 

The acquisition of Poly- 
Gram. already the world's 
largest record company, 
would give Seagram a 24 per 
cent share of the $38bn mar- 
ket. Seagram also expects to 
save up to S300m a year by 
combining the two compa- 



Doug Morris: set to merge PolyGram's and UnhersaTs labels 


rues, rmhartning profitability 
at a time when record sales 
are sluggish. 

However, it cannot start to 
merge them until after the 
antitrust investigations. In 
the meantime, PolyGram 
and Universal's staff will not 
know whether they will keep 
their jobs, or if the labels 
they work for will survive. 

Universal's employees are. 
at least, enthusiastic about 
the deal. "It couldn't be bet- 
ter for us," says one. "WeH 
go from number six to num- 


despondent at losing their 
independence as a publicly 
quoted company. Techni- 
cally. PolyGram is a subsid- 
iary of Philips, the Dutch 
electronics company which 
is selling its 7 5 per cent 
stake to Seagram. Bat Alain 
Levy, its former president, 
ran it as an autonomous 
group. “This may be win-win 
for Universal, but what's In 
it for us? We’re already num- 
ber one," says one PolyGram 
executive. 

Seagram most somehow 


her one overnight." . T'ffcootince PolyGram's dispir- 
They also have the conso- ited executives that they wifi 


latlon that their colleagues 
seem likely to take the top 
jobs. Mr Moms is expected 
shortly to confirm that Jar- 
gen Larsen, who runs Uni- 
versal Music outside North 


benefit from the merger. 
Edgar Bronfman Jr, chief 
executive, has started with a 
whistle-stop world tour. 

"He was very charming,” 
says one person who met 


America, will take the same;. ihim last week. “But there’s 
role at the new company. nothing he can do to reas- 
By contrast the PolyGram ' .sure us until he can say 
team is not only nervous but exactly what this business 


will look like after the 
merger. And he can't do that 
until Seagram's dealt with 
the antitrust stuff." 

In the meantime, both 
PolyGram and Universal will 
find it diffi cult to sign new 
acts or hire personnel. 
Sought-after artists will only 
sign to record companies if 
they are assured of the sup- 
port of senior executives. 
Until they know who is in 
charge, they are unlikely to 
choose PolyGram or Univer- 
sal. 

* The deterioration in Poly- 
Gram's performance since 
Seagram unveiled the deal 
suggests its existing busi- 
ness is also suffering. 
“There's no one minding the 
store," observes one label 
head. “We all worked so 
hard to build nils company, 
and now Philips has 
destroyed it. . The good 
people are off at job inter- 
views, and the rest are treat- 
ing this period as an 
extended summer vacation." 

PolyGram's condition 
could worsen as the year 
proceeds. Rival labels are 
finalising promotional plans 
for the fourth quarter, the 
busiest sales period of the 
year. Bat PolyGram's demor- 
alised tanm may find it hard 
to persuade artists to release 
albums when the business is 
so unstable. 

Artists' managers are 
likely to exploit the situation 
by demanding higher royal- 
ties or bigger marketing con- 
tributions (Neil Young and 
Eric Clapton were reported 
to have secured lucrative 
new contracts from Warner 
Music after a 1994 board- 
room crisis). 

“This is already a com- 
pletely different company 
from five weeks ago," says a 
PolyGram executive. "Who 
knows what It’ll look like 
after a couple more months 
when Seagram finally takes 
control?" 


Tighter 
rules for 
Czech 
banks 

By Robert Anderson in Prague 


The Czech central bank has 
announced tighter provision- 
ing requirements which are 
likely to drive at least one of 
the big state-owned banks 
into a heavy book loss. 

Analysts have long been 
critical of the rule that 
allows Czech banks to 
reduce their compulsory pro- 
visions for non-performing 
loans by the discounted 
value of property held as col- 
lateral They argue the value 
is difficult to realise under 
the country's inefficient 
bankruptcy procedures. 

But by the end of 2000 
banks will have to fully pro- 
vision loans for which no 
interest has been paid for 
more than a year. Four-year- 
old loans which fall into this 
category will have to be pro- 
visioned this year, at an esti- 
mated cost to the banks of 
about K£25bn ($75 lm). 

At the same time, it 
released about KcZlbn to the 
banks by lowering the mini- 
mum reserve requirement 
from 9.5 per cent to 7.5 per 
cent. The bank said it aimed 
to reduce minimum reserves 
within a couple of years to 5 
per cent 

At its general meeting last 
week, Komercni Banka, the 
biggest Czech bank, said the 
new ral£S, together with the 
corre&climate of high inter- 
est rates and falling growth, 
could drive it into a multi- 
billion- crown loss this year. 

Komercni had to make 
Kcl5bn in special loan pro- 
visions last' year and trans- 
fer KCTbn from general pro- 
visions after cutting the 
estimated value of the prop- 
erty collateral covering old 
non-performing loans. 
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VEHICLES SWEDISH GROUP SET TO EXPAND POLISH FACILITY 


Volvo to revamp bus activities 


By John Griffiths 


Volvo Is to restructure its 
European bus manufactur- 
ing operations, involving a 
big expansion of its facilities 
at Wroclaw in Poland and 
the end of production at 
Vienna In Austria and Hell- 
bronn to Germany. 

Volvo’s bus manufacturing 
operations at Irvine in Scot- 
land and Vanda in Finland 
are likely to be transferred 
progressively to Volvo's 
main bus facilities at Borns 
in Sweden, although n deci- 
sion would depend on mar- 
ket developments, the com- 
pany said yesterday. 

Volvo is to invest SKr400m 
i$50mi in the Wroclaw plant 


to raise Its annual bus-mak- 
ing capacity from 300 to 1.100 
built-up buses and 1.400 bus 
chassis. The project will 
increase the workforce at 
the Polish plant, which also 
makes trucks, from 300 to 
1.300. 

The Polish expansion, 
which reflects Volvo’s need 
for a more cost-effective base 
to service southern, central 
and eastern Europe markets, 
will mean the loss of about 
•100 jobs in Austria and 
Germany. 

Bus output at Irvine is 
expected to be wound down 
by the middle of 2000. About 
250 jabs will be affected. 

Volvo, wltich is Europe's 
biggest heavy duty bus- 


maker and second in Europe 
to Mercedes-Benz in bus pro- 
duction overall, said the 
decision to restructure pre- 
dates the recent tie-up 
between iveco. Seat's com- 
mercial vehicle subsidiary, 
and Renault of France. They 
are to merge their bus- 
making activities in pursuit 
of economies of scale in one 
of Europe's most competitive 
vehicle sectors. 

Volvo has made a number 
of acquisitions in the bus 
sector over the past decade 
and most industry analysts 
expect the sector's rational- 
isation process to continue. 

“The decision to concen- 
trate production in Poland is 
fully in line with Volvo's 


strategy to increase indus- 
trial efficiency and to 
strengthen our presence in 
this part of Europe." said 
Leif Johansson. Volvo chief 
executive. “The Wroclaw 
plant will now become the 
industrial hub for our activi- 
ties in the region." 

The Wroclaw facility also 
has an annual capacity of 
2.000 trucks. The expanded 
plant will come onstream in 
January 1999 and reach full 
capacity in 2001. 

Volvo, which last year had 
operating profits before non- 
recurring items on its bus- 
making activities of 
SKr550m, is making provi- 
sions of SKr240m to cover 
the restructuring. 


Autonomy set 
for $50m float 
on Easdaq 


By Pam Taylor 
in London 
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Autonomy, the software 
start-up based in Cambridge, 
UK, will today announce 
plans today to float on the 
Easdaq exchange via a share 
placing with institutional 
shareholders. 

The placing, due this year, 
is expected to raise about 
£50 m. of which some two- 
thirds is expected to be new 
funds, and will value the pio- 
neering automatic know- 
ledge and content manage- 
ment software group at 
about 8160m. 

The new funds are expec- 
ted to be used in part to 
expand the group's market- 
ing and sales operations and 
Invest in infrastructure to 
support growth. 

Last year, the company, 
whose customers include 
Royal Mall and Shell Inter- 
national, had revenues of 
Cl. 7m r$2.8mj. Revenues in 
the first quarter this year 
were £700,000. 

Autonomy was set up in 
June 1996 as a spin-off from 
Neurodynamics, a Cam- 
bridge-based research and 


development company, to 
exploit the potential of the 
dynamic reasoning engine - 
a proprietary and patented 
piece of software which uses 
complex pattern recognition 
algorithms. 

The group, which has 
operations in San Francisco 
and New York as well as the 
UK and has attracted consid- 
erable investor interest in 
the US. develops and mar- 
kets products under the 
Autonomy Agentware brand, 
which automates the han- 
dling of unstructured text 
found on the internet, corpo- 
rate networks and other 
large-scale databases. 

Autonomy’s technology is 
targeted at two markets - 
enterprise knowledge man - 
agement and the new merit* 
content publishing. 

Autonomy's current main 
investors Include the man- 
agement which holds about 
29 per cent of the equity, 
Apax Partners with 28 per 
cent, and Enic with 20 per 
cent 

Paribas will be lead man- 
ager to the issue with BT 
AlexBrown acting as joint 
manager. 


FUND FMNAGEMENT V- 

JP Morgan sells French 
and Australian units ; 

JP Morgan yesterday sold its French institutional fund 
management activities to Ctedit Commercial de Franca aid, .[ 
rn a separate transaction, its Australian division to Salomon j 
Smith Barney Asset Management In Paris, the US bank said i 
the decision reflected its focus on central activities, Including.; 
high-income clients and its own range of collective Investment, 
vehicles. ■; 

The deal, for an undisclosed sum, represents a portfofo of., 
about FFrlSbn ($2.49bn), reflecting the re&tivefy smaB sfcecT 
the French instrtutfonaJ market in the absence of pension ; 

funds. JP Morgan said the transaction would aUow its efienta . 
to take advantage of the expertise of "one of the leaders -. 
among French instrtutfonaf management", tt stressed that »- 
continued to be active i n' asset management, with FFriJiOObif 
in funds, and was the largest US group in the sector in corti- 
nentat Europe. 

CCFa capital management subsidiary, which wfll take war . 
the portfolio,, managed FFr131 bn at the end of May this year, 
tts total third-party management - which has grown rapidly 
over the past few years — was valued at FFr325 bn at the end 
of March, it said it had more than 100 regular clients for - . 
which it managed Investments, including a range of the state 
official retirement funds, reinsurance companies and corpo- 
rate treasurers. It has about 20 distribution agreements with ' 
small banks with operations Jn France. 

Clients are believed to Include the retailer Auchan, the UK- - 
based Abbey National for some investment products, and the 
state-owned French Banque Hervet for its equity portfolio. 

The Australian deal includes more than A$7.8bn (US$4.7bn) 
under management Terms ware not disclosed. Salomon said 
it expected to complete the deal within a month. JF Morgan 
said it was selling the business because it was not prepared 
to commit the “significant” resources needed to bufld the 
retail Infrastructure. Andrew Jack, Paris 


INSURANCE 


Royale pulls out of Fibelpar 

Royals Beige, Belgium's second largest insurer, yesterday 
sold its 6.62 per cent stake In Fibelpar, a holding company 
partly-owned by Albert Frhre. the country's best-known finan- 
cier. At BFr274 a share, the sale amounted to a total 
BFt2.4bn ($64.9mj, including capital gains of BFr415m. 

The transaction is port of a wider restructuring, which 
Includes the acquisition of Royale Beige by Axa-UAP, the 
French Insurer. In exchange for selling his stake in Royale 
Beige to Axa-UAP, Mr Ftere was to buy back BFr7.8bn of 
Fibelpar shares held by Axa and others. 

The terms of the transaction were set on May 4, when Mr 
FrOre offered to pay the same price for Fibelpar shares held 
by Axa, Tract ebei, Soctete Gdnfraie de Belgique, Flnoutremer, 
EJectrafina and Fortis. Samer Iskander, Brussels 


AUDIO 


1 * 


B&0 to expand in Germany 

Bang & Otufeen, the Danish maker of luxury home audio 
equipment, is stepping up its sales operation in Germany with 
plans to triple the number of shops in the next three years. 

Thomas Kristensen,' bead of foe German operation, said the 
number of outlets devoted tojts products would rise from 30 
to about 1 00. These will be rQn by independent dealers, with 
financial, marketing and service support from foe company. 

About 10 new shops would be opened this year in Stutt- 
gart, Frankfort, Berlin, Hanover and other big urban areas. 

Mr Kristensen said Bang & Otufsen, which last year 
obtained about 20 per cent of its DKrObn ($439m) of turnover 
from Germany, would also increase its shop-4n-shop outlets in' 
electronics stores from 130 to 300. This is to make up for the 
decline in smaller electronics shops. 

Andrew Fisher, Frankfurt 


STEEL 


Ispat takes Westfalische stake 

Ispat, the fast-growing privately owned steelmaker, has 
pushed further into Germany through taking a one-third stake 
In Westfalische Drahtindustrie, a big maker of steel wire. Ispat 
said the link with foe German company would strengthen Its , 
businesses in foe US and Europe in making high-value wire 
rods for products such as fasteners and ropes. The price of 
the stake was not disclosed. Ispat is the world's eighth big- ] 
gest steelmaker. It has plants in Mexico, Ireland, Germany, | 
Canada. Trinidad and the US. Peter Marsh 


ISRAEL 


Hapoalim mulls offering 

The controlling shareholders of Bank Hapoalim, Israel’s big- 
gest bank, are mulling an overseas offering of Hapoalim's 
shares on capital markets In Europe or the US. ff carried out, 
HapoaJim would be foe first Israeli bank listed abroad. 

In a notice to foe Tel Aviv Stock Exchange, Hapoafim said 
the offering would be led by Goldman Sachs, the US Invest- 
ment bank. However, no emails of foe size, conditions or 
dates of foe issue had been decided. 

Last week, Goldman Sachs purchased 3.6 per cent of 
Hapoalim’s shares far $130m from the government and foe 
Anson-Dankner Investment group, which acquired a 43 per 
cent controlring stake In foe bank from foe government last 
year. Avi MachUs, Jerusalem 

SWITZERLAND 

Baer plans buy-back 

K?* d ^ P* 3 *® bank, fe to 

^ 5 per cent of its equity 
foe family -controlled bank jumped?/ 
more than 5 per cent yesterday, to SFr4,4S3. after tt 
announced plans to buy back 60,000 bearer shares. 

tn^.S 1 « £teSCTft ^ ** **** repurchase as an initial step 
toreduoe w-capftaiisation over foe long term a nSsSti 
additonai repurchase would depend on assessment of the 
company’s capitalisation. William Hafl, Zurich 


Siva IPO to raise up to Esl9.5bi 


By Peter Wise in Lisbon 

Siva, one of Portugal's 
leading car retailers, is to 
make an Initial public offer- 
ing of up to 25 per cent of its 
shares on the Lisbon stock 
exchange tn a global offering 
that will raise up to Esl9.5bn 

The family -controlled com- 
pany is the exclusive distrib- 
utor of Audi, Skoda and 
Volkswagen cars in Portu- 
gal It is expected to estab- 
lish a used car sales net- 


work. The IPO of up to 7.5m 
shares is be priced at 
between Es2£00 and Es2,6GQ 
a share, valuing the com- 
pany at between EsSSbn and 
Es78bn. 

Lisbon analysts said the 
offer, at Es2,4Q0 a share, was 
priced 'at about 25 times fore- 
cast 1998 earnings. 

This is more than double 
the p/e ratio for Salvador 
Caetano, which retails 
Toyota cars in Portugal. But 
analysts said the price was 
appropriate because Salva- 


dor Caetano also manufac- 
tures commercial vehicles. 

Siva can justify a higher 
pnee relative to earnings 
because it is a pure trading 
company whose earnings are 
tied to consumer spending 
growth, which is forecast to 
remain strong in Portugal 
over the medium term 
according to one analyst. 

Up to 5m shares are ini. 
tially to be offered to Porto- 
guese and International 
institutions through a book- 
building process, with the 


remainder offered to re 
investors in Portugal. ' 
offer is to be concluded 
raid- July. Global co-ordi 
tors are Banco Chemi 
Finance of Portugal j 
Salomon Smith Barney. 

Last year Siva accouc 
ter 94 per cent of the sale 
Portugal's SGC Gro 
^hich also owns bank 
and property assets. 1 
profit rose from £s3.1bn 
to Es3.9bn last year, 
sales grew from Es86.9bn 
Es 9 i 5 bn. 
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ANNUAL REPORT OFFER ON FIXOM 


i AEROSPATIALE 
i ALGAK GROUP 
i OACEEVE1 ARIA BRAHMA 

► CAE INC 

> CAIALANA OCCIDENTS 
i CUBA 

i CREDIT SUISSE 
i DEXIA 

HOGG ROBINSON 
LAFARGE 


• LURCH GMBH 

• MASCOTECH 

• MOOO 

• PEARSON PLC 

• PROMOTES 

• PSA PEUGEOT CTTR0£N 

• SCOR 

• SOLVAY 

• SWISS EXCHANGE 

• TRACTS EL 

• USINOR 



ATLANTIC TELECOM GROUP PLC 

AilwocTtkooa Group P L C.l«ed on te Curate Stocfc Exchange, iiwx pom es ■ 
g w op of ooovKfve rod expanding co o iptiu t u t tt t be kafag edge of the UK's 
M lMg — iMri— and media Matariro. hnve developed a simple yei rffcqte 
ap proa ch, forming as highly p rofi tabl e niche* tad tnaavEoag u ensure c kar 
ramp rrth »c sdyga g es. 

Aitaroc lUococn is one of a new ' generation of British i ckcc —n m aotews 
co mp ro i ct licensed » provide telephone services w aroomera io the UK. AUcnc 
LogiCdl hero of tetedtogbosineg t el e p hone nauisgBncmcorapMiica in fac UK. 
Atimoc Csble wax one of the fins Cfale TV ftanctuses in the UK tad ndror mures 
among the hjghesi enooner irvenxx whhiu the UK Cable industry. 



BRmSH-BORNEO PETROLEUM SYNDICATE, PJLC. 
As its first deep water project in the Gulf of Mexico, the Morpeth 
field, nears first production, BritisthBomeo has become a leading 
independent E&P company operating in that exciting pro vin ce. Its 
ongoing exploration programme in ibeCulf of Mexico, exploration 
drilling in the UK’s Atlantic Margin and a renewed focus on 
iueniational opportunities round out the anraciive growth prospects 
for British-Bomeo. 
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RAMCO ENERGY pic 

Rmnco Bwgy pfc fe an mdepcndad expkiaica and production company focused 
oo the Chqwn area and cmtro!/enston Europe, k also has a ureO established rod 
pnXWdeoBsetvkadhrUon. TBe Company ties a dual listing on AIM and AMEX. 
Unco's core Nsd is a 20825% fully carried interest a iheAzatogso haenmional 
Operating Conqjany, AKXL stoo^kJe Exxon. BP and others which is developing s 
5 bfilkx) barrel Sekl, o&horc Azerbaijan. The ACQ field is cmmflfr pro d adqg 
annul SOPOO faofxl with the ofl betng e xp oned via i Bbck Sea pon in Russia. 
Rmoo also amouaMd a dismay io the Czech Republic esrfier tins yea- ad is 
actively exp toe ing acreage in Georgia. Ftalnl sod Mtxitwegnx Rather deals are 
being negotiated in Anatnyan rod elsewhere in The FSU. 



PEARSON PLC 
Pearson is an international media 
group, with market leading 
franchises in business information, 
education, consumer publishing 
and television production. 



CONTINENTAL AKTZENGESELLSCHAFT 
la 1997, Continental AG - traditionally a world leader in (he 
production of fixes and industrial products made from rubber and 
plastics - again reached new levels of excellence and profitability as 
a globally active manufacturer of advanced automotive systems. 
Compared to sales growth of nearly 8% to DM 112 trillion, net 
income soared 67% to DM 32 1 £ million. Hris achievement reflects 
the com pw c x y's dew focus on enhanc ing iwrr mprori w 
boosting its innovatiqp capacity. The dividend is increased to 14% 
(DM 0.70 per DM 5 share). 
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: FRANZ HAMEL & CDE. GmbH 

A ■ mefa guUnce « necemy, k mrtfc ert»q»Hie«W ftnatan ■* p««Me » *b 
hu hen HamdV fbnada for aiccen far mac tea iwo ceuiain. Today Huid 
aiiyt f i fflanofiiEturng. trading- dncfaUixt Bd service* mopmSea opening ia 
HOMhofarad raariceb. Ewptoyteg some 30000 pavfe, te tera^wd Gro^i 
n^oiti smag rente ami komI seies of DM 39 bBUon. The Group* agtinor 

* boco GmbH & Oo. ’■ * tetetea-ImtamteOiifaH 

♦ CWS liBn x M un J AG * Hted BjviroStsrvkx Oa*H 

♦ ELGHmWGrabH * ifendRrederel Hckfing ChnbH 

* GEHEAG ' 

Hwte Mttro web: wwwtedeUe 



GEAAG 

Rewards of Strategy ReposHfaufag 
(ffiA is a knifing ^obd group of ^pedalqi companies whb activities focused 
in fat i rgmeris of p ro ms r ngitenin g sod dsmal eagteenqg. GEAh 
m rw g jg mposhkoiiig fixOcmiog a period of dynamic growth mid (be 
zesffjcuring of the Cheap is recent years noticeably paid ctfF in 1997: net 
Vnmmr (DM 1603 rnUBoo) sod eamtags per dure (DM 4532) were op by a 
good 50%. Orders received rose by &0% to DM 4,747 m ffli on. sale* by 
9D% to DM 4,711 nnffloa The ifividend far on&taqr and pre feren c e 
stew will be increased by DM 200© DM 12XO and CM I3XH reapecrivdy 
<^A »roiri p iin^ fmih« B » «^ mprefefar 1998,sMiongb8ialBwerafclhan 
in 1997- 


Value ... 


Hoechst" 


Hoecta da leateggiotal group of ieowrarfre eoaenmes opeoOaK fa te ttfcttiemw 

mdhalmny. 

In 1997. te Hoechst Oroap bad total aalea of DM 52.1 billttm, operating proCt of 
DM X&S hflllon. md appmunaiely 120000 en^oyees.'neteMendorHoeciiaAG 
increased by DM 0.10 to DM I JD per DM 5 shvr. Expenditure on research and 
devetopmeot Utakd approx. DM 4 Mnroo; merto petecal of diis amona was nvettd in 
te exparehna Wc sciences fields. 

The Hoedm Aimul Report is sva&abic h) Oemun end Enslr*- 
Ioremb http^vwJbaectexam 
Hoechfl AkuenecseOsteh 
D-05926 Mmh Main 
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LURCH 

l'lJ■BAGhtellOltegcolI^p■ny farMeldl|e^dto^^^«^ i,00 ^ 
itntlmL ulMMi l Dgy nVmr d , fntr m tfifTr at r 1 ”* 

terae ^Ipficsrkxa tared ™ iWr pOT edioatogca. Fee rts 

! UgLtWdtere of jo* under ^ 4 bate) n«ks. Nw tete wero«p27%«« 
batei m^iod pretax pn^c^P*^ 2Mraa5oBtfl4!,Q - ± , ^ , n 

Mat 7000 e^teoyrre *m 38 connate, ^ I* 009 


po^BerptaaitoAfgaaaiaandCttta. ‘ ' ■ — 



SCHBWS 

Sobering is s icsearcb4resed pharmaceutical company with 140 
sufcaaifiarica and afitHated companies worldwide. Our key feamres 
today are inenanocalhy, cxpeitiK and specUHzstion on three bosiiBas 
■reas'gynaficdlogitthcnpmaicsaidiHgnosiics. 

Main fiaiKU data: With a w or kfo rce of 21202, Scbering Group 
sales in 1997 amounred to DM 5246m, 84% of which were achieved 
outside Germany. Scbering spent DM 1,113m on research and 
development, which is 18% of Group sales revenue. At DM466m, 
Gram profit was 23% higher than in 1996. Earnings per DM 5 share as 
per IAS amounted to DM 620 (1966; DM 530). 



VEBA 

Focus and Growth 

VESA, te woM't bigest gtiHtytam) naikMiusines groups « active hi te Odds 
of electricity, cbearicah, ofl. dtstrifa u ttaVIosistics. rea l c si a ie managemeot and 
lelecaremunicarioas. Our decanreiiKd mansgetnew strocture eDowi far felt sod 
fleidHe rcspoose to global market opportunities as they vise, wad our W resuta 
isdeiamc dds appro aclc )29J60e m p fa yB e » worldwide achieved irctad Gran p 
ineORie of DM 23 billion (I99& DM23 baiionKesmiags per faare rose by 11% 
to DM SM, md te ifividend increased from DM 1.90 io DM 2.10. Wfa our Rxus 
and Growth Strategy, VEBA has established a stronger platform for farther 
enbaoeng the value of our Company far all ow dwieowners the *orid o*er. 



MINORCO 


Minanco is an imemationa} natural rc so urecs gro up managing 
businesses across a broad geographic and co mm odity spectrum. 
The company has five operating .segments - gold base metals, 
industrial minerals, paper and packaging and agribusiness - which 
are mainly besed in Ncmh and Sotah America and Europe, 

Rom this year Minotco intends to bring into production a series of 
long life, low cost muring projects that wifi significantly increase the 
earnings potential of its mining divisions. 



DRESDNER BANK GROUP 

Dresfaer Bte. ta a major Eiaopewi bonkaw gpw teed m Genam woh Mil awu 
of DM 677 btlboa (VSSm biBiom » at Deramber 31. 1997. As ■ towtrai tefa 
Dmdncr Bank Group came* ore a foD ranjc ot hanking and (inanrial remeex. Wifa 
over KS0D hoodies ereptoyreg more than JaiXSOempli^ees. ttnte Bank Group is 
repesnred in «o«r TO cogrenes. indurtang all te amor fioaodJ certm. DnsdOer Bank 
uicccssfnl in m.-eoi jtjjs Id building up a significant 


mrennijonal capability In investment banking end asset management. Investment 
banting is now regmed on a global scale oper a ting under te brand name Dresdner 
Kkovron Benson. Dresdner Bank's iraemaiiona] uset rmnagetmt nenvitks are 

■[■WivM hinwihuBfM fttnlnl lnvesmTS AhruftertennvipKMnMefDM 

400 bSKun of asses (USS21S biOkm) under managemenL 

Ftaitber iafcraaliHK Dresdner Bank. Invotare Rriatlqna, Prankltart/Main 

Tkfc -*49 f» 2*3 - UUI, Fmc +4*69 263 - 10U1 
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HUGO BOSS 

HUOO BOSS u a phlfasopiiy and a way of life. Hie world of HUGO BOSS u a 
cMmpetdBi worid M style, at red design; of sports end gbmmr. fan rod patka: a 
woddofttehiou 

HUOO BOSS makes, maim aid Ucmm a full speenum of products, including fine 
ctaduns. letanreweat; evetUtigwear. eyewear, water, shoes, hpdywe a rod fngaace. 
(Baeosma fasten fanw* rod nduBg Htventaug ORB|«igns • pins bs sits rod mom 
spawnhip - make HUGO BOSS a Dfcstyfc as well at ■ nanmetcol ouetprise. 

Tbe Uuee HUGO BOSS bomb - BOSS. HUOO rod BALDESSARIN1 - offer coropkre 
Ufastylradleaions. eadi with ibevnwn inuqne 4 peaL 

With over 2JW0 etnplotyccs end ndoidianes in Canada. Fiance, Hong Kong. Italy, 
Japan. Switzerland. Spam, the UK sod the US. te fashion company setewed asks of 
1.1363 millloa DEM in 1996. The HUGO Boa* bands are si home in esduslvr shopping 
venue* awl more thro 320 BOSS SHOPS around te globe, goatannageonauteu Mgh 
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CASINOS ASIANS HAVE STAYED AWAY FROM GAMBLING TABLES 


MGM Grand shares 


rise on buy-back plan 


Microsoft 

launches 

global 

atlas 


By Christopher Paites 
m Los Angeles 


Shares in MGM Grand rose 
$5‘+ to $3I 3 $ in early trading 
yesterday after the Las 
Vegas-based casino operator 
unveiled plans to boy back 
up to 20 per cent of its stock 
- half at a 30 per-cent pre- 
mium to Monday's closing 
price. 

The announcement more 
than offset the Las Vegas- 
based casino operator's 
traming that a run of bad 
luck at the tables would 
reduce second-quarter earn- 
ings to 30 cents a share at 
most 

Investors, prepared for the 
profits news by a similar 
caution Last week from Rio 
Hotel & Casino, responded to 
what analysts viewed as 
MGM's confidence in its 
prospects by marking up the 
company's stock about 15 
per cent. 


Analysts had been expect- 
ing earnings per share of 
about 40 cents, compared 
with 56 cents last time, in 
the light of lower casino win- 
nings and the depletion of 

the ranks of high -rollers by 
Asia's economic troubles. 

MGM said its second-quar- 
ter "hold percentage” - the 
proportion . of money 
wagered which is kept by 
the casino - would be in the 
“low teens," compared with 
an average 20 per cent 

The company, one of 
investor Kirk Kerkorian's 
high-profile holdings, owns 
the MGM Grand on the Las 
Vegas "Strip” and has a half- 
share in the nearby New 
York, New York. 

Officials said occupancy 
rates were near capacity and 
the amounts wagered had 
increased. 

US economic well-being Is 
helping maintain the flow of 
domestic leisure and conven- 


tion visitors, although the 
biggest spenders - Aslans 
who favour high-stakes 
games such as baccarat - 
have tended to stay away- 

The MGM Grand, for 
example, reported recently 
that big-stakes table betting 
during the Chinese New 
Year at the end of January 
was 20 per cent lower than 
Last year. 

In the longer term, gam- 
bling companies are con- 
cerned at the continued 
rapid expansion of hotel and 
casino capacity in Las 
Vegas. It is currently 
focused at the premium end 
of the market, and lacks the 
popular appeal of extrava- 
gant projects such as New 
York, New York and Trea- 
sure Island. 

The next wave of hotel 
and casino openings will 
include Mirage Resorts’ Bel- 
Iagio, a $L9bn luxury resort, 
due to open in October. 


By Roger Taylor 
ta San faacfcco 


Modest earnings pick-up 
seen in second quarter 


By Richard Waters in Hew York 


With a week left before most 
US companies close their 
books on the second quarter. 
Wall Street is preparing for 
only a small lift in corporate 
earnings after a sluggish 
start to the year. 

However, when the num- 
bers come out, the stock 
market is likely to pay at 
least as much attention to 
clues about what will hap- 
pen during the rest of the 
year as to the second quarter 
figures themselves. 

While most analysts have 
written off this quarter as 
one of little profits growth, 
hopes are still high in some 
quarters that corporate 
America will return to a 
more familiar pattern of 
double-digit earnings gains 
during the second hall 

Operating earnings for 
companies in the Standard & 
Poor's 500 are expected to 
increase 4 per cent In three 


months to the end of June, 
compared with a growth rate 
of 3.8 per cent in the first 
quarter, according to securi- 
ties analysts surveyed by 
First CalL 

Earnings typically come in 
just ahead of estimates, sug- 
gesting the actnal growth 
rate will have picked up 
modestly in the latest period. 

That overall picture dis- 
guises some big variations 
between different industry 
groups. Those with more 
international activities or 
with a greater exposure to 
Asia are expected to do 
worst, while many purely 
domestic companies are 
expected to benefit from the 
unexpectedly powerful 
growth of the US economy in 
the first half of the year. 

The chilling effect of 
Asia's currency collapse was 
apparent from the warning 
issued last week by 3M, the 
large diversified manufac- 
turer. Translating foreign 


earnings into dollars will 
reduce earnings per share by 
12 cents, while the slump in 
demand In some Asian mar- 
kets will bit sales. Also, 3M 
risks losing sales to lower- 
priced competitors who ben- 
efit from a weaker currency. 

US computer makers are 
among the most directly 
affected by the problems in 
Asia. Along with inventory 
problems at home, this has 
prompted analysts to project 
year-on-year earnings 
declines for the sector of 11 
per cent, after an 18 par cent 
fall in the first quarter, 
according to First CalL Chip 
makers are expected to 
report falls of 38 per cent, 
after a 24 par cent last time. 

Among sectors to tore bet- 
ter, according to First CalL 
will be software companies, 
which are expected to turn 
in a 24 per cent advance in 
profits. The stang domestic 
demand has also boosted the 
earning s of retailers. 


Wider use of RPR drug backed 


By Tracy Corrigan in New York 


The US Food & Drug 
Administration yesterday 
gave its approval for the 
expanded use of the anti-can- 
cer agent taxotere, according 
to its manufacturer Rhone- 
Poulenc Rahrer. the pharma- 


ceuticals subsidiary of 
France's Rhone Poulenc. 

Taxotere, which competes 
with Bristol-Myers Sqoibb’s 
Taxol, had sales of 3300m in 
1997. The treatment can now 
be used to treat breast can- 
cer when any previous che- 
motherapy has toiled. Previ- 


ously it could only be used 
after the failure of treatment 
with doxorubicin, a widely 
used chemotherapy. 

Taxol gained conditional 
approval in the US in 1996, 
before the completion of 
Phase IB trials. It now has 
approval in 55 countries. 



Agco chief ruffles 
feathers along the 
takeover trail 


Agricultural machinery market faces further 
consolidation, writes Peter Marsh 


N ot for the first time, 
Robert Ratliff is on the 
takeover trail, in a 
highly public way. Last 
week the chairman anil chief 
executive of Agco. the US 
company which is one of the 
world’s big four makers of 
agricultural machinery, 
announced his keenness to 
take aver Class, one of the 
last remaining Independent 
German farm machine mak- 
ers. This is in spite of the 
company’s protestations that 
it is not for sale. 

He also took a series of 
swipes at Caterpillar, the 
venerable US machinery 
maker which is one of the 
giants of the world engineer- 
ing industry. Mr Ratliff, who 
set up Agco in 1990, said a 
joint venture *na.lririg com- 
bine harvesters in the US 
between Caterpillar and 
Claas was likely to toil. 

Mr Ratliff aha hinted he 
might review Agco’s policy 
of buying the biggest share 
of his company’s diesel 
engines from Perkins. Cater- 
pillar's UK-based subsidiary. 
in favour of rivals such as 
Cummins Engine of the US. 

Behind these moves is the 
66-year-old Mr Ratliffs repu- 
tation as a dealmaker, who 
is not afraid to ruffle feath- 


ers. 

His deals have included 
the $329m purchase of Mas- 
sey Ferguson of Canada, one 
of the world’s best known 
tractor brands, while Agco 
moved into South America 
two years ago through the 
8260m takeover of Marion, a 
Brazilian tractor maker. 


Last year Mr Ratliff polled 
off perhaps his biggest coup. 
He persuaded the family 
owners of Fendt, Germany’s 
biggest tractor maker, to sell 
the company to Agco for 
8283m. 

The Fendt purchase 
helped reinforce Agco’s 
strong position in Europe, 
where it gains half its reve- 
nues. Only 30 per cent comes 
Grom North America. In this 
region the company is rela- 
tively weak compared with 
Deere and Case, the two 
other US-owned members of 
the world's big four farm 
machine makers. The 
remaining company is New 
Holland of Italy. 

Mr Ratliff says he is ready 
to spend another 8600m on 
acquisitions in the next two 
years, to increase annual 
revenues to S5bn. In his 
sights is the Valtra (formerly 
Valmet) tractor operations of 
Partek. the Finnish indus- 
trial group: the agricultural 
machinery division of Ren- 
ault of France: and possibly 
SAME Deutz-Fahr. the 
privately-owned Italian com- 
pany. 

Claas has reiterated that it 
has no plans to follow Fendt 
into the Agco Told. It 
describes the idea as 
"rubbish" and “wishful 
thinking". 

Mr Ratliff believes, how- 
ever, that it will be only a 
matter of time before Claas 
is forced to give up its inde- 
pendence. He says that “eco- 
nomic reality" - the need to 
gain economies of scale on 
manufacturing and distribu- 


From DIY to branded broking on the net 


The profusion of competitors might enhance Schwab -& : 'pQ^tipn|; writes^ John Authers 


Predictions .that the internet 
wiQ one day encompass the 
globe came true in a literal 
sense yesterday when Micro- 
soft launched the largest 
database on the world wide 
web containing a global 
atlas of aerial and satellite 
photographs. 

The site, called 
Terraserver, goes live today 
at widid. terraserver. 
microsQfi.com. It uses images 
from Russian spy satellites 
together with aerial 
photography from the US 
Geological Survey, to 
provide detailed photographs 
of the world's surface. 

The site covers about 30 
per cent of the US together 
with large population sites 
around the rest of the world. 
Microsoft plans to double the 
coverage over the next year, 
and continue building up the 
database if there is sufficient 
interest 

Jim Ewel, group product 
manager of Microsoft's data- 
base software, said the sys- 
tem showed how govern- 
ment departments and 
private businesses could 
work together. He said Ter- 
raserver would be useful to 
architects, town planners, 
and farmers as well as 
enabling individuals to 
download photographs of 

their homes. 

People can browse through 
the images at a relatively 
low resolution for free. 
Higher resolution pictures 
can then be downloaded and 
prints ordered through 
Kodak for between $12 and 
$39. 

Microsoft itself is making 
no money from the project 
Its motivation has been to 
prove what can be done with 
its off the shelf software, 
combined with standard 
hardware* products from 
Compaq. 

The company is using Ter- 
raserver as a giant showcase 
for its new database net- 
working software SQL 
Server 7J), to be launched 
later this year, which it 
hopes will challenge Oracle, 
the market leader for this 
type of product 

The company had some 
difficulty finding suitable 
subject matter for a database 
of sufficient size. It looked at 
a database of all stock price 
information from the New 
York Stock Exchange since 
records began, but found 
that this would require only 
about half a terrabyte - 
l, 000 bn bytes. 

Terraserver uses one terra- 
byte and currently has 
capacity of up to 2.4 terra- 
bytes. 


C harles Schwab, the San 
Francisco broker cred- 
ited with inventing dis- 
count broking virtually 
single-handed in the 1980s 
and then revolutionising the 
US mutual fund industry m 
this decade, is in the throes' 
of reinventing itself agai n - 
as the pre-eminent fiwaTiri«i 
intermediary on the inter- 
net. 

It is also offering investors 
a greater range of research, 
and has established a net- 
work of financial advisers to 
whom it will refer Investors. 
Both appear to be big 
changes from its original 
emphasis on “self-starting" 
or “do-it-yourself” indepen- 
dent investors who have 
used Schwab as a cheap way 
to play the market them- 
selves. 

The idea, according to 
David Pottruck, who joined 
the firm's founder Charles 
Schwab as co-chief executive 
last year, is for It to become 
the business which serves 
“the huge centre of the mar- 
ket". It is content to leave 
the wealthiest individuals to 
private banks, and to the 
long established full-service 
brokerages led by Merrill 
Lynch. 

There is clear logic for 
this. Schwab long ago 
reached the point where it 
had saturated .the market for 
truly "self-starting" inves- ' 
tors. Now, according to far 
Pottruck, “SO per cent of our 
new customers have zero 
investing experience, and 
they want us to VuVfr them". 
If it wants to retain these 
customers, it needs to offer 
more than the ability to 
trade cheaply and quickly. 

Schwab's business vol- 
umes show it is still growing 
at a phenomenal rate. At the 
end of the first quarter, cus- 
tomer assets had increased 
by 52 per cent year-on-year 
to $406.7bn- 

Over the same period its 
number of customer 
accounts increased from- 
4.2m to 5m, and the average 
volume of shares it traded 
rose by 28 per cent to L39bn. 
At the same time, mutual 
funds grew faster than the 
rest of the business, and now 
account for almost exactly 
half of the assets Schwab 



Charles Schwab M9 and David Patton*, ccnchiet executives, ahn to make Schwab the business 
which serves the huge centre of the market 1 


holds on behalf of clients. 

Its -European arm. based 
around its acquisition of 
Birmingham-based Share- 
link, even accounts for 10 
pa cent of volume on the 
London' Stock Exchange. 


S chwab faces one prob- 
lem, however, which is 
that the stock market 
rematnsftq lie convinced that 

tt ran tor artafo mi jtpplf ag ain. 

Many faff, to see a dear mar- 
ket niche for a company 
which offers some advice, 
but not the fiill service avail- 
able from some others, and 
not the bargain basement 
prices available from a new 
breed of online discount bro- 
kers such as Ameri trade and 
E*Trade. 

Further, critics believe the 
internet, on which 48 per 
cent of Schwab's trades are 
now made, is a lower margin 
medium. 

.Its results for the first 
quarter, when it revealed for 
the first time bow modi its 
profit margins had been, 
affected by its new pricing 
policy - designed to shift 
customers to the internet - 
led to a 9 per cent drop in its 
share price. Earnings were 
up only 2 pa cent year on 
year. 


Schwab shares have con- 
tinued to drift lower since 
then, and now stand at 
about S30VV. They bad dou- 
bled during the course of 
last year, and by late Decem- 
ber they stood at $42, having 
reached a high of more than 
$43 Vi. This is particularly 
painful as employees were 
earlier this year granted 
stock options at $40. 

But Mr Pottruck suggests 
this stems from a misunder- 
standing of how the internet 
will affect the business. The 
trey advantage of the inter- - 
net, he says, Is its ability to 
riisnomiriatB up-to-the-minute 
and user-friendly informa- 
tion, and not in its ability to 
process trades. 

“If you use a touch-tone 
phone and you tap in your 
trades, then tapping them in 
online isn’t that huge a dif- 
ference. But it's a paradigm 
shift regarding the delivery 
of information and that’s 
what I don't think everyone 
gets. That information deliv- 
ery gives customers the 
opportunity to fed they are 
in controL" 

Further, he suggests that 
the profusion of competitors 
on the Internet might 
enhance Schwab's position. 
"In a world of confusing 


choices, brands always 
become the winning compo- 
nent. AOL is the leading 
internet service provider, 
because they got there first, 
and people recognise their 
brand. They are now charg- 
ing mare than the competi- 
tion. and that's because they 
have a brand." 

' This reinforces the need 
for Schwab to offer advice, 
and the extra research on its 
web site; “For us to become 
the brand we need to be, we 
can't allow ourselves to be 
commoditised and look like 
some sort of cheap transac- 
tion-only firm. That business 
will be won on price. We 
think the way to win is to 
truly differentiate your ser- 
vice and provide a package 
which consumers don't 
believe they can get any- 
where else.” 

He also points out that 
Schwab's network of inde- 
pendent advisers all charge 
fees, and are not paid by 
commission, unlike brokers 
from Merrill Lynch and the 
other large fall-service bro- 
ken. This means that 
Schwab pjm claim that the 
advice it offers, when cus- 
tomers ask for it, is better 
than that available from the 
competition. 


Ipsco withdraws share offering 


By Edward Aitien 
in Toronto 


Ipsco, the Canadian 
mini-mill steel producer, has 
withdrawn a proposed 
C$220m (US$150m) common 
share offering in the US 
and Canada because of 
weakness In steel stock 


pnees. 

Roger Phillips, president 


and chief executive officer, 
said the deterioration in 
share price over the past few 
weeks made it impossible for 
the company to receive fair 
value for the 5m shares to be 
offered. 

The plan was announced 
earlier, this month when 
Ipsco shares were trading at 
C$44ft0 on the Toronto Stock 
Exchange. 


They were at C$4020. up 
70 cents, in mid-day trading 
yesterday. 

The company had planned 
to use the proceeds to 
finance the construction of a 
new US$450m mini - mill in 
the southern US that would 
have boosted its annual 
production by 125m tons to 
3£m tons. 

ipsco said it could finance 


expansion for the next two 
years from its current cash 
and debt positions and did 
not anticipate any slowdown 
in its plans. 

Ipsco shares soared 43 per 
cent last year, making the 
company the fifth largest . 
publicly-traded carbon stee#- 
producer in North America 
based on market capital- 
isation. 
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Robert Ratfifl: putting pressure on engine suppSers Coin Been* 


tion of farm machinery 
around the world - will 
mean Claas cannot survive 
by itself far too long. 

As for Class' joint venture 
with Caterpillar to make 
German-designed combines 
in the US. Mr Ratliff says the 
machines will be too speci- 
alised and lack a good 
enough distribution network 
to sell well among North 
American farmers. 

Underlying his keenness 
to take a tilt at Caterpillar, 
which with sales of nearly 
$19bn last year, mostly from 
earthmoving machines and 
diesel engines, is more than 
five times bigger than Agco, 
Mr Ratliff says he is consid- 
ering shifting some of Agco’s 
engines purchases away 
from Perkins, which Cater- 
pillar bought bet year from 
LucasVarity, the US/UK 
automotive puts group. Par- 
kins - for which Caterpillar 
paid $2-3bn - gets an esti- 
mated $250m a year from 
selling engines to Agco. 

In recent months Mr 
Ratliff has talked to other 
engine makers. Including 
Germany's Deutz and 
Detroit Diesel of the US. 

What does Wall Street 


make of Mr Ratliff's manoeu- 
vring? Between 1995 and 
mid-1997, Agco shares oat- 
performed the rest of the 
New York stock exchange by 
more than halt But the com- 
pany’s shares have been hit 
in recent months by the 
wave of general negative 
sentiment about the impact 
of the Asian crisis on US 
machinery makers. One 
school of thought among 
analysts is that Mr Ratliff 
has to pull off another good 
deal to get the stock moving 
a gain. 

But Mr Ratliff’s tactics are 
by no means certain to win 
the day. Tobias Levkovich, 
of Salomon Smith Barney, 
says that white Mr Ratliff’s, 
efforts to consider further 
acquisitions “make sense", 
the company has disap- 
pointed some investors in 
the past on earnings and 
cash flows. John McGlnty of 
Credit Suisse First Boston 
says; "He has done an excel- 
lent job In helping the indus- 
try's consolidation. But as 
the numbers of independent 
players in the sector dimin- 
ish, the opportunities for fur- 
ther profitable purchases 
will become more limited." 
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A8ER RESOURCES LTD. 

Aber (ABZ-TSS; ABHRF-NASOAQi has a 4051- interest in ibc Diavifc 
DisaMds Project a Lac de Gras. Northwest Unbones. Subject to a fsvourtotte 
pmdaaha decision by ibc owners and an environmental review by the 
Om a rtran govemntcffi. production a expected to begin in late 2001 or early 
2003. Aber pays its 40% share of costa and (ms the right to rraiket its -JO'S 
time of diamond* , produced. The project operator and owner is Piavik 

O i cro od Mines tec., a subsidiary of Rki Tmin pU- of i 
wok has e sta Uiah ed mineable reserves of 104 million cams afUaamL A 
feasibflny study is scheduled for completion in the fatL 
(Well rite wmataxs) 
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ALGAR GROUP 

The Algar Group Is one of the larges private owned groups in BmH. b b composed of 
Compaafas to iiw«fltlwM m a d a» comptmn. oppr Fibres tad cable TV. n 
«efl h ia the areas of agribwiDesi. (dsere and Mniees. 

The Group has drown over Dre hs four yews an attain] growth c4 2J AS* on net 
invoicing. 

The main hrahseu focus is in the lnfonnaucn Tectootogy seen: where h made a 
joint -venture with the Fieucti Group “BolT. to the boh&ig AIg*r Bell Computer* ft 


fe has as pa m et* die bttenntiaul fittatw Corporation 0FO sad die WBTiatM 
Cknanakc. re die Ugtari boldtog- 

Amocg its inato aduetanetas. the Algar Group via Lignel wo the bid in uperase 
iisiliflu nrlliilir mlrptinin in Hr Hirrri nf Fin dr Tsirmr mii Pupfiiri fimln TMi ~~rr 
Ktdeved in a ccosonium foowd with SK Tefcoort and Qbcutiz Olivia. 


arc ottering 


« 

•ads 

: ijjt 


.. -Z‘.~ 







..a 





NORFOLK SOUTHERN CORPORATION 

In ±e past five years, Norfolk Somhetn Corporation, which owns 
an Eastern freight railroad and a natural resources company, has 
increased diluted earnings per share by 68%, net income by 48%, 
income from railway operations by 31 % and return oa equity by 
17%.* NS is currently seeking federal approval to operate a large 
ponkst of the routes and assets of rail car ri er Conrafl to extend NS 
market reach into the Northeast 

(•Excluding special items, and Contrail-related items in 1997) 
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industrtvarden 

bahMnvBiden is an indusotol holding company «* «w 24400 daeboUen. 

btastri vinfen tovwto to a hirtiied starioa L!2LS5 

active ewneotrip m toftocnee toe growth m vatoe of «s portfobocompau^rw 
Obfcaimkmtow stareholdera a higher total return than i the ™tga vay^,to 
1997 Inihmtrivtodai’s stock provided a ton! «mn of 48ft. compared with 2D® 
for ttefindaa tods*. ' ....... 

a,-sr- »— 


indaarial 

lindnsBtWdenje 



ClACERVEJARIA BRAHMA 

CtonrmfasGgvejarn Batata t» He woritfs fifth tageg brewer and a fcadtog producer. 

of bevenges in Latin America. Bcahma hotdf sppraumwely 
SOVoffte a-tMrtaihfweh brands Batons Qupp aod SlcnL Bntata w 

having espeond tl% ad 10% Of the 
>riy, ever the nasi 3 yew. AddUBatafly. 
is heensed to psodnee and fi*a*ui£ Mereatisad beer bunds M3bv «nd 

e» of 

portfolio through (be rwabthtonem tf a 
1097 revesnrs of USSM toffioo. with beer 
839 tul soft driafcs and «her products 17%. Bahrea'a itarei are fared an 



Cabteit duougiioni L*ui Amenca. ta 1997. Brahma became the Iuimi 
sofl Oasts ta BradI by adding Ptpd so in 


r die symbol BKU. 


Investor Rdanoos D epmum n w (55111 J741-755.V7S60 



HURRICANE HYDROCARBONS LID. 

Hmrkane Hydrocarboos Lid. ii an independent imcmadooal energy 
corpcst mon en gag ed in the seqatsttoo, explcntfan. devdopnm and 
production of ofl. principally m the Republic of Kazakhstan. 

Hurricane's proved phis probable reserves have been independently 
assessed a 429 mini on bands. Pnxhxam a ibe beginning of 1998 was 
55.000 bands per day and expected to increase ihroogboul the year through 
i mp r oved technology, drilling of new wells, and workovers and 

i W W W j 'l wiwK of frloing weflg 

Hurricane trades on the TSE under die symbol HHLA and on Nasdaq aa 
HHLAJ- 



PHILIP MORRIS COMPANIES INC. 

Philip Moais Companies Inc. (NYSE: MO) is (he world’s hugest 
producer and marketer of consumer packaged goods, with major 
tobacco, food and beer businesses generating $72 billion in 1997 sales. 
The conqiany has die most valuable ponibBo of prenuum braids in the 
consumer packaged goods industry. It includes 72 brands drat each 
exceeded $100 million in 1997 sales, and among them, 13 - Marlboro, 
Kraft, L&M. MUki; Oscar Mayer, Jacobs, Maxwdl House, Post, 
Virginia Slims, Philip Morris. Parliament. Basic and Merit - that each 
topped $1 btUtcn. 



MoDo 


M olios profit aber finmai item tor 1997 annum to SKr ifl26 tafflkxt 
099fc2£19tD>. 

Nei tonover anuiacd lo SRr 21^7B miEca 

Ik eere prodoa mas. wndy fme |»p», newqri« rod toapdoc ptoerrad papnbosd, 
axoat hrSOftt rent of tam*d raks. The CJ0«f> ftmtoou m wnfcer md pnto 
MoDo » coe of Swdtii'i lagc^ expotten. b dmd nortets are ill Eorcpe, md bsk 
85 ptr ten of tovsieed t*fc» jo » toe Qi. 

The Groni^ pwdaeaon bcilaie* nc Vxand in Swcdo, Ctw Briton aid Flxnce 
Tte Cwup ms awkctiDg d^niwim in non Dno p cau mmries. aad to the USA. 
MUJo's products ae also nmtefed ri» •?«» ml *suilxacis b cmry other courtnes. 
rite m^c natter of emptojtBO to J997 was 9^4R cf wtow 2^2 new naptojwl 
otmr Sweden. 



CAE Inc. 

CAE he^ an advanced tevhimi^ ctmpanv. is a world leader at the design and 
mawtlacnire of fliftu vnmilaiion et|uipmcnt. vKual umubakn vyxicmv cootrol 
system, and a range of pecpetn cnptofneil todiatnal ircteok^ies. Ttie company ’v 
consistent cmnraiirocru io RAcD is enahling ii to develop and deliver new and 
enhanced jooduefe end <tntrcv in mtet vBengthcning mariess. 

CAE begins fiscs] f 999 aeff prhMtnoed locapaa&e on graving demand 1 fnr flight 
eimototiao cquipnar, and e* in a.stnxtg Hnancul jocuoq m cixittouc she cucmion 
of its growth struepev. Keadpumered in Twrcto. and wuh stpnficaM operanoos 
in Europe, ton are Iwed rei ihe Toronto aid Montreal Stock Etchaget sader 
“CAE". 



INCO LIMITED 

In co Limited, a Canadian corporation, is one of the world's premier 
mining and metals companies. In addition to nickel, inco processes 
23 other elements including copper, cobalt, gold and plaimnm. 

inco’s first ore shipments from Copper Cliff. Ontario took place to 
1902. Today, the Company employs 8,000 people to Canada and 
5.000 to 22 other countries. 

In 1997, Inco recorded net earnings of US$75 million on sales of 
$2367 million. 


The future sinujtfciW:: cxd re be., 



SOUTHERN COMPANY 

Our future ain’t what it used to be ... it’s ranch better! That’s 
because our traditional business is strong, our international 
business is growing, and opportunities outside our traditional 
business are emerging. We're America's largest generator of 
low-cosi electricity with facilities and operations readring from 
southeastern U3. to Europe. Asia and South America. 

NYSE: SO 

wwwsoutherocoxom 



© RAIMA 

RnmiB Corporator] & sn bnrmsDnu] roeud aid engineering com pa ny. The 
c o rpora tia A font brtrinca groups arc Timhefjacl. Iforea utytitoest. Sutxfe DcBira** 
t C bej ( aucecirt: lech o oky? atocrpifiiitaiLNrer&eigttodtcnidBngequipnicnLmi 
Neks Conirotv (vefvcv and CLiw wntrot syaemni. 

Raorra hat maoulaauring pUnc< in 9 counriev. Saks ae handled thrtngb offices to 
38 oMtniriB and on extoshc dealer network. 

The net tales of Rams Carporjtxu were FIM 10.9 biBion in 1997, with expan xod 
o po tfi on s outride KnJand accounting for 91 per cat of dm annua. The uxpouuoo 
lad 10016 snptoyees X the end cf the ye* 

Rattna Ctxporaikxi's ifarev are Koed on die HdsUa Eschars (HEX) aid toe New 

Yak Stock Eutangc (NYSEk 

srwwjumtiaxan 



CHIEFTAIN EvTERNATIONAL, INC. 

Chieftain International. Inc. ix an ail and gas vvpl.u jimn and 
production company with observes in die Gulf of Met no. ill c N>«fli 
Sea and Utah's Paradox Basin. The Compom \ micrcsf, in the Gull 
of Mexico position it as the fiitcemh largest lvjsvhnldvi Uiv 
CoaiineoUl Shelf. Chieftain focuses on esplontiuvi m (he Hull ot 
Mexico and development of light oil reserves in Hu.- Parados H.i .m 
lasted: CID TSE At Amcx 
Webrite: www^hseftaintnternationaLcuRi 
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value 
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growth 


MASCOTECH, INC. 

MascoTech, Inc. 1>A’SE: MSXl is a diversified indtismal 
jHoducis company committed lo creatin': value lor iair 
shareholders raid customers. We believe we are one of the 
premier industrial growth companies in (he uorid widi 
annual sales of $1.6 billion. Our vision is lo accelerate 
balanced growth while achieving superior profits :ind 
exceptional cash flow. 



TESMA INTERNATIONAL INC. 

Ibsma Intenumonai he. to a global supplier ufhi{;hly enpinn-t.-d pmr^rtr.nii. 
fueling and cooling systems for the automotive industry . Vcsnn s .iiuii<: 
presence and strategy for contouring growth results fnrni hut tntiLpic iis- ir. «*n 
hoovarion. Engineering and Performance. 

Tfcsma. with worldwide sales of approximately So IS millHxu miplcj > user 
2.900 people at 19 manufacturing ibvistons in North Ainerii:.! anil Pun^v 
The products produced by employees are shipped to over lilt cusiciners 
on 6 commeas. Tcsaa'i Class A Shares are I rued lot cexirng on TIs- linvrro 
Stock Exchange (TSVLA) and ibc NASDAQ Stuck MaAet iTSMAl-i. 


SONAE '97 


SOME BWESTIMENTOS 

SONAJE investimcnins is Portugal'i kadrnp mmpjtiy in the ic-uil-tcLucJ 
«*THr w s of ibc c co notny foctncd into four rct-nJ Imcmc- cir.. H\|vntLiiU't'. .uul 
Supemarteu. Sperialisof Reuil, Retailing Rrul Eciale,7ilu>ppiii^ fiurr.-. jnd 
Retailing of Fumul Prodocta. The 1907 Annual Report cspLnre Ilk.- SON \L 
business strategy and includes all main fob and iigtucs relate’ J to all NO.X ti; 
bUHteves (1996 figures poa^anerecrL 


Kq Flgares IBCl> n3fiiia>) 

199ri 

1997 

r rfhatt«« 

Tununcr 

1914 



Opcnrianal ProTn 

S>» 


tu;'; 

SharchoWm’ Fimds 

47S 


t_’5 v:- 




Please send me these Annual Reports: Fireboxes geofe 


The Financial Times Annual Report Panel Service is appearing on 24, 25, 26 & 30 June 1998 

(If you intend using this service throughout this period, please send all requests together) 

This service is free to readers of the Financial Times 
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21. □ ALGAR GROUP 

22. □ HURRICANE HYDROCARBONS 

23. □ INCO LTD 



25. □ NORFOLK SOUTHERN 

26. □ PHILIP MORRIS 

27. □ SOUTHERN COMPANY 

28. □ TESMA INTERNATIONAL 


29. □ INDUSTR1VARDEN 

30. □ MODO 

31. □ RAUMA 

32. □ SONA6 INVESTIMENTOS 
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17.0 ABER RESOURCES 
18.Q ClACERVEJARIA BRAHMA 

cnfeTOW INTEPNATIONAL 24. □ MASCOTECH 
■ whether these reports ar e for you business or personal use: 

- ■ FortXJSlness investment use B) □ For personal investment use C) □ For other business use D) Q For other personal use 

uLt^h t fL» of these best describes your fob title position? □ Piewe tick if J*5U do r»f wish to recslvu further makings from the Fmanoal nm%s 

— ------ •* -- c ) q Managing DirectorArtce President/Director d) □ Manager/Executive 6J □ Institutional Investor f) □ Stockbroker 

Retired m) □ Other, Please specify Cl 


Please attach your Business card or write your name 

AND ADDRESS IN THIS SPACE. Plbase use «o> capitals. 


Name(Mr. Mrs, Miss. Ms). 
Address..- 

Tcwtu. ......... 

County—... — — 


— P o stcode 



a) □ Chairtnan/President b) □ Chief Executive 

□ professional h) □ Technical 0 Q Skilled or Clerical j) □ Academic Researcher k) □ Student 1) □ 


Mail to: The 


p. an <j a j Times Annua! Report Panel Service, ICB Limited. West mead House. 123 Westmead Road. Sutton, Surrey, SMI 4JH : UK. fax: 0131 770 3822, to resch us no iater than 30th September 1998, 
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ASSURANCE CORPORATE FUND ASSET LEVELS PLUNGE AT MEDIUM-SIZED GROUPS AS CLIENTS BECOME WARY OF WEAKER COMPANIES 


Japan life groups see pensions business tumble 


By Alexandra Harney aid 
Gflfian Tatt in Tokyo 

The level of corporate 
pension-fund assets plunged 
last rear at some of Japan’s 
medium-sized life assurance 
groups as clients became 
more uneasy about trusting 
weak companies with funds. 

Daihyaku Mutual Life 
reported a 48 per cent drop 
in the value of its corporate 
pension funds from Y713bn 
to Y373bn (S2.7bn). while 

Chlyoda Mutual Life 


reported a 27.3 per cent 
decline. Tobo Mutual Life, 
another medium-sized group, 
said its corporate pension 
business fell 62.7 per cent 
The falls highlight the 
widening gap between the 
stronger and weaker life 
assurers as “Big Bang" 
financial deregulation gets 
under way and the “convoy" 
system of co-operation 
between financial groups 
unravels. The declines also 

contrast sharply with the sit- 
uation at Nippon Life, the 


largest life assurance com- 
pany, where corporate pen- 
sion assets rose 6-8 per cent 
last year. 

The flight of business 
could add to financial pres- 
sure on weaker groups and 
raise concerns abont the 
health of Japan's life assur- 
ance sector, which is dosely 
linked to the country's 
banks. 

Corporate pension hands 
have traditionally been a 
core business for Japan’s life 
assurers- But although Japa- 


nese companies used to give 
their money to “related" life 
assurance groups, some have 
recently become more 

itisrriminating 

This was partly because 
last spring Nissan Mutual 
became the first life 
assurance company since 
the second world war to fail, 
but in recent years assurers 
have also offered very low 
returns on their invest- 
ments, as regulation has 
forced them to invest largely 
in Japanese instruments. 


such as bonds and equities. 

Paul Heaton, analyst at 
Deutsche Morgan Grenfell, 
said: “The money has not 
been managed in a thought- 
ful manner, ft has been man- 
aged in a structured way, 
and the performance reflects 
that. Clearly, putting over so 
per cent of your investments 
in government bonds is like 
trying to run with one arm 
tied behind your bach." 

Some large life companies, 
such as Sumitomo Life, are 
setting up investment 


adviser subsidiaries to offer 
a more flexible management 
style, but medium-sized com- 
panies lack the skills to do 
this. Consequently, they 
have been losing business to 
rival trust hanks and invest- 
ment advisers - particularly 
foreign groups, some of 
which are also taking advan- 
tage of the weakness of their 
Japanese rivals to build up 
their own business in Japan. 

American Insurance 
Group is considering pur- 
chasing the healthy assets of 


Nissan Mutual, while GE 
Capital, another US group, 
has recently taken over new 
business at Tobo Mutual. 

These pressures have also 
prompted Japanese life 
assurers to become more dis- 
cerning. Several groups have 
refused requests from Nip- 
pon Credit Bank, fe restruc- 
ture subordinated loans ami 
some are considering suing 
Yamaichi Securities because : 

it has failed to repay loans 
after it collapsed last 
November. 


Turbulent times take their toll on PAL 


Strike adds to problems caused by Asian crisis and modernisation, writes Justin Marozzi 

A sia's oldest carrier has said represented an Impor- cer, spoke grandly of PAL there were other domestic 
been brought to its taut, if temporary, reprieve, becoming Asia's premier air- earners operating, the gov- 
knees. The finan cial cri- Fragments of a plan agreed line by 2000. A re-fleeting eminent would feel less pres- 


A sia's oldest carrier has 
been brought to its 
knees. The financial cri- 
sis in the region, a pilots' 
strike, the threat of a further 
strike from 8.000 ground 
crew and an over-ambitious 
$4bn reflecting programme, 
have each dealt a painful 
blow to Philippine Airlines. 

Yesterday, the Securities 
and Exchange Commission 
in Manila began hearings on 
PAL's petition for the sus- 
pension of debt payments 
and a rehabilitation plan. 
The airline has debts of 
85.1 bn pesos ($2-05bn), most 
of which is owed to foreign 
institutions and aircraft les- 
sors. and assets worth 9G.6bn 
pesos. Analysts dispute the 
assets figure, however, argu- 
ing the airline has not fac- 
tored in depreciation costs in 
a depressed regional airline 
environment. 

Estelito Mendoza, a lawyer 
representing PAL, said yes- 
terday the airline had 
secured a temporary 
restraining order preventing 
its US creditors - of which 
Boeing is the largest - from 
foreclosing loans. It would 
contemplate a similar move 
in Europe if creditors there 
pressed for repayments, he 
said. European creditors 
account for most of PAL’s 
$1.6bn estimated foreign 
debt in a consortium led by 
Credit Agricole Indosuez. 

The SEC also gave PAL 30 
days to submit a full rehabil- 
itation plan, winch analysts 


said represented an impor- 
tant. if temporary, reprieve. 
Fragments of a plan agreed 
with creditors emerged at 
the rad of last week. Critics 
said it was long overdue. 

The plan centres on reduc- 
ing the size of the fleet dis- 
posing of excess assets, sell- 
ing some business units and 
further staff cuts. PAL's 
long-standing labour prob- 


cer, spoke grandly of PAL 
becoming Asia's premier air- 
line by 2000. A re-fleeting 
programme involving the 
purchase of 28 Airbuses and 
eight Boeings was at the cen- 
tre of these ambitions. 

Victor T-imTingan a profeS- 
sor at Manila's Asian Insti- 
tute of Management and a 
former member of the Civil 
Aeronautics Board, believes 


If labour disputes have crippled PAL, 
it is only because the costs of the 
modernisation programme had 
already dangerously over-extended it 


lems - it has three tough 
unions to contend with - 
blew up again earlier this 
month with another pilots’ 
strike, triggering the dis- 
missal of 5,000 of its 13,000 
workforce in the country’s 
largest mass sacking: 

The disruption caused by 
the pilots’ strike - it has 
already cost PAL mare than 
2bn pesos - has forced the 
airline to hire Indonesian 
pilots to MnHnnB operating. 
PAL has scaled back almost 
all international routes, is 
maintaining only skeletal 
services and is reported to 
be talking about terminating 
leases on Airbus aircraft. 

Only a year ago, Jaime 
Bautista, chief financial offi- 


Lucio Tan, majority owner 
and chafrmm of pat., made 

the mistake of disregarding 
management’s advice to 
downsize when he took over 
in 1995. Mr Tan instead 
embarked on the aggressive 
modernisation - and then 
became hostage to PAL 
employees in a newly liberal- 
ised aviation sector where 
the government was less 
inclined to mediate between 
management and labour, 
says Mr LimHngan 
“Ludo Tan and the work- 
force bath miscalculated." he 
says. “They have been act- 
ing tike little children 
waiting for papa to stop 
them fighting. They should 
have foreseen that once 


there were other domestic 
carriers operating, the gov- 
ernment would feel less pres- 
sure to intervene." 

If labour disputes have 
crippled PAL it is only 
because the costs of the mod- 
ernisation programme had 
already dangerously over- 
extended the airline. The 
Asian crisis has slashed pas- 
senger loads and, in the 
short term, put paid to the 
idea that Asia is the key 
growth area for the global 
Industry, say analysts. 
According to the Association 
of Asia Pacific Airlines, 
regional traffic growth fell 
from 16 per cent in the year 
to February 1997 to L5 per 
cent a year later. 

“Everyone expected Asian 
double-digit traffic growth to 
continue," says Timothy 
Ross, regional airline analyst 
for SBC Warburg Dillon 
Read in Singapore. “Airlines 
bought the manufacturers' 
forecasts and purchased air- 
craft like mad. Then along 

ramp the Asian crisis, the 
music stopped and there 
were only two seats left for 
20 players." 

Mr Ross forecasts PAL will 
be forced to downsize fur- 
ther, cutting services to the 
US and Japan and operating 
primarily domestic routes 
and a few Asian services. He 
believes the regional down- 
turn will result In increased 
polarisation between a top 
tier of Asian carriers - 
Cathay Pacific, Singapore 



Airlines and possibly Thai 
Airways - and a bottom tier 
of PAL, Indonesia's Garuda, 
Vietnam Airlines, Asians 
and Korean Airlines. 

Another Industry observer 
is Ipbs sanguine about PAL's 
prospects. “Its chances of 
surviving are pretty limited. 
I think tt win be forced to 
close," he says. ' 


Mr Tan, who has an 
empire of opaque and 
unlisted companies, may 
have other plans. There is 
speculation, that he is 
looking at resurrecting a 
dormant airline franchise 
owned by Eduardo Coju- 
angco. a former associate of 
president Marcos. 

There is also talk that Mr 


Tan is p lanning to buy into 
Air Philippines, ope of three 
domestic competitors (the 
others are Cebu Pacific Air- 
ways and GrandAir) that 
have all reported load fac- 
tors up by between 12 per 
cent and 20 per cent since 
the strike. Mr Tan may not 
have much time to decide 
what to do next ■ 


Lane Crawford slides to HK$1.4m I Japanese unveil mobile ATM 


By Louise Lucas 
in Hong Kong 


Lane Crawford Inter- 
national, the Hong Kong 
department store, looks set 
to fail into the red after 
reporting net profits of just 
HKS1.4m lUSSiao.OOO) for 
last year and warning that 
“1998 trading results will be 
weaker". 

Operating profit was only 
HKStOO.QGO higher than the 
HKSU.Sm recorded at the 
halfway stage, and the com- 
pany warned that the first- 
quarter results were below* 


those for the second half. 

The results were a fraction 
of the HK$3L4m posted in 
the previous year, which 
was boosted by one-off 
items. Turnover also shrank, 
by 12.5 per cent from 
HKSl.TSbn to HK$L54bn. 

The group has suffered 
declining sales volumes, 
which were down 16 per cent 
year-on-year in April. The 
trend for bringing forward 
sales has hit the retail sector 
as a whole. On Monday, 
Dickson Concepts, which 
Like Lane Crawford sells lux- 
ury goods, reported profits 


last year fell from HK$1.35bn 
at HK$16.3m. 

Lane Crawford has also 
been criticised by analysts 
for poor management, which 
they say has led to an unin- 
spired merchandising mix 
and weak inventory controL 

There have also been large 
write-offs. such as for the 
closure of a shop in Singa- 
pore after just two years. 
The group said the disposals 
of the Singapore store and of 
Lane Crawford Express, a 
younger outlet which was 
axed in 1996. “removed pre- 
vious weaknesses". 


“Lane Crawford will con- 
tinue to consolidate manage- 
ment without expanding 
beyond four stares, to ration- 
alise merchandising, and to 
manage risk exposure 
through close co-ordination 
with vendors." it added. 

The group's results for Last 
year were distorted by a net 
HK$2&9bn exceptional item 
in 1997, compared with a 
HKJlObn loss, relating to the 
surrendering of a lease. 

Earnings per B share fell 
from 28 HK cents to 0.1 HK 
cents, and the final dividend 
is held at 13 HK cents. 


IBM Japan has built a 
, mobile automated teller 
machine in conjunction with 
Suruga Bank, the regional 
bank, reports AP-DJ in 
Tokyo. 

Mounted on a truck 
equipped with a generator 
and telecommunications 
equipment, the device will 
relay banking transactions 
via satellite, according to 
Japan's Nihon Keizai news- 
paper. 

Suruga Bank plans to use 
the mobile ATM along sev- 
eral routes in Japan, the 
first such move in the coun- 


try. The unit, which operates 
independently, is equipped 
with stronger security fea- 
tures than typical cash deliv- 
ery vans and costs nearly 
YlOOm (6724.000). 

Meanwhile, NEC, the Japa- 
nese electronics company, 
and Sumitomo Bank of 
Japan also unveiled a new 
feature for retail banking 
when they announced the 
joint development of com- 
puter equipment that will 
significantly cut paperwork 
and costs. The new termi- 
nals will be able to scan 
transaction slips automati- 


cally and transfer the data to 
the bank’s main computer. 

Sumitomo will test the ter- 
minals at two branches in 
October and plans to spend 
Y15bn over the next two 
years to install 4,000 
m a c hin es at 300 branches 
nationwide. The bank 
expects the terminals to 
enable it to cut 700 staff - 
300 from sales and 400 
administrative personnel. 
The companies said the ter- 
minals would also cut cus- 
tomer waiting times in half. 

NEC hopes to sell 40.000 
terminals over five years. 


decline 


By Kristas Gita In Bombay / : 

Indian Hotels, tite country 1 *; 
biggest hotel group, yastov 
day announced a 9 per am 
fell in annual profits follow- 
ing a decline in business ' 
traffic and a slowdown in 
Indfa 1 * toorist Industry; - 

“The real challenge wai 
come this -, yeari". said 
R. K. Krishna Ktunar, Indian 
Hotels* new direc- 

tor. He spiel the group was 
exposed to “issues beyond 
our control” such as the'feft- 
out from sanctions imposed 
by the US in response to 
Zndia's nuclear teste. 

But Mr Krishna Kumar 
said the first-quarter perito- 
mance was “not too disap- 
pointing" and hoped that the 
situation would return to 
normal before the start of 
the busy season : In . 
September. 

Last year's performance 
was described as “satisfac- 
tory given the overall sce- 
nario in India". He Bald the 
group had been able to con- 
trol its costs and keep room 
occupancy at 68 per cent in 
spite of economic slowdown 
and political instability. 

However, the result shows 
that India is losing tourist 
traffic to cut-price destina- 
tions in south-east Asia. “We 
are seeing intense competi- 
tion in the tourist sector," 
said Mr Krishna Kumar. He 
said business traffic was less 
price-sensitive, but vulnera- 
ble to politics. 

Mr Krishna Kumar added 
that political turmoil kept 
occupancy rates high in ' 
Delhi but damaged business 
in other important commer- 
cial centres. - - 

In the year to March 31, 
Indian Hotels total revenues 
rose 2 per cent to Rs&2bn 
($145m). Costs jumped 12 per 
cent to Rs4bn, mainly 
because of higher staff costs 
and power tariffs. 

However, lower interest 
costs cushioned the fell in 
pre-tax profits, which fell 
Rsl65m to Rsl.6bn_ 

Analysts said the 
short-term outlook for the 
hotels sector was “bleak". 
They were disappointed at 
the lack of action on a 
restructuring outlined last 
year by Ratan Tata, the new 

fhairman 

Mr Krishna Kumar prom- 
ised to roll out the new strat- 
egy within three or four 
weeks. This will include a 
move to acquire several lux- 
ury hotels in south-east Asia 
from companies which have 
been hit by the Asian eco- 
nomic crisis. v 

Indian Hotels plans to sell*' 
its hotels in New York and 
Chicago, and Mr Krishna 
Kumar said internal 
restructuring - including 
centralised purchasing, qual- 
ity management and an 
improved sales and market- 
ing drive - would yield 
results from July. 



BASF Atkiengesellschaft 

Ludwigshaften am Rhein 

- Stock Index Number 515 100 - 

Announcement On the conversion of the shares from par value shares to unit shares 
without par value and the change of the stock exchange quotation 

The annual shareholders' meeting cri BASF AfldengeseHscftaft on May 1 9, 1998.tra8rafia.has 
resolved to change the division of the share capital from par value shares to unit shares 
without par value. The existing shares with a par value of DM 5 each wffl be changed into unit 
shares and shares with a par value of DM 50, each wffl be changed to 10 unit shares. Each 
unit share represents an equal portion of the share capital of BASF AtioengeseOschaft; a 
shareholder’s respective portion of the share capital of BASF AtioengeseBschaft wffl not be 
affected by the conversion to the unit shares. The share capital of BASF Atioengesetischaft 
remains unchanged at DM 3,110,313,400 and is now rfvided into 622.062,680 unit shares. 
The amendment of the articles ot incorporation was entered in the c omm a c ia l register at the 
district court (Amtsgericht) of Ludwigshafen am Rhein on June 3, 1996. 

The change to unit shares is combined with a conversion of the stock exchange quotation. The 
official quotation for aB shares of BASF Afidengeseflscha/t (Stock Index Number 515 100) wffl 
be changed as of Monday, July 6, 1998 from formerly one share of DM 5 to one unit share at 
a one-tor-one ratio. Hie variable price quotation of the shares of BASF MdengesdbcMt will 
continue in a minimum volume of 100 unit shares or a multiple thereof. Trasfing orders wffl not 
be affected by the change of the quotation to unit shares. 

The depository banks wffl change toe generic class description of toe shares of BASF 
Attoengeseftschaft to unit shares according to the balance in the evening of July 3, 1998. The 
conversion ot the generic dass description to unit shares shall be free of charge for 
shareholders, 

At present no printing of new share certificates of BASFAtk fe ngw ris c h tffe envisaged. The 
existing share certificates (individual Share of DM 5 and DM 50, respectively, as welt as 
collective certificates or 10, 20 and 50 shares, respectively, of DM 50 each) wffl remain in 
circulation, provided, however, that the legend, if arty, on any share certificate specifying toe 
number of shares does not equal toe number of unit shares represented by it. Each DM 5 of 
the nominal amount of toe existing share certificates shall, in future, represent 1 (one) wit 
share. Accordingly, a share certificate bearing the legend "DM 5” shaB represent 1 (one) unit 
share, a share certificate bearing the legend ‘DM 50” shafl represent 10 (ten) unit shares, and a 
collective certificate for several shares shall represent 10 unit shares for each DM 50 of individual 
shares formerly represented by such cofective certificate. 

No action is required to be taken by shareholders. 

The quotation of the warrants attaching to the 3% USS bond issue of-1986/2001 (Stock Index 
Numbers 870732/477823) issued by BASF Finance Europe NX Arnhem, shaB remain unaffected 
by the change in stock exchange quotation of the shares of BASF to unit shares and wffl be 
continued unchanged. As of June 3. 1998 {date far incorporation at toe commercial register} ten 
unft shares without par value Of BASF Atiaengeseftschaft shaB be issued upon the exercise of 
one warrant against payment of toe exercise price of DM 308. 

Ludwigshaften am Rhein, June 1998 
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Under the Copyright, Designs and Patents Act 1988, 
generally it is unlawful to reproduce articles from 
newspapers without permission even if only for 
internal management purposes. To make copies 
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comply with the law quickly and easily. 
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The FT can beip you react) 
additional buninens readers in 
France. Our link with French 
business newspaper, tes Echos. 
Saves you a unique recnihmest 
at * v «rtiiing opportunity to 
capitalise on the FTs European 
readenfaip md to fat he r a i get 
ihe French business world. 
For infonnaikm on rases and 
timber details please telephone: 

Toby Ftafcn-Crofts 00 

+44 171 873 4027 


To the Solders of 
Ricoh Elmn CorporaDoe 
VSJMHUMMUWO % per cent 
Convertible Bonds dne 2001 
We hereby notify you. da on 5* Matt. 
1998. die Band of Dhecton of Rfcah 
Berne* Carpotabao l die 'Company'-) has 
icsoiueddui die Company .add mage 
widi Rice* Sdlu Lki i~Rjcdi Scflfl nd 
» maga a greement Idle 'Moyer 
aptaaai'i was executed as of 27di 
Man* J998. 

AoronUnf to *e Metper Agraemag. 
which Is. snbjea 10 (he approval a the 
nnflnary yvoend meednfS Wd* 
HotteUcn of die Company ■*» Rta* 
S^i tdmWed r> be held on 2Mi June 
1998. the Moyer will become effective as 
of la October. 1998. npon far 
cnmuiui al irg tB n faa i thereof under die 
Cownotfed Code of Japes vfthta two 
weksfiwn Is Oerter. 1998 Upoc die 
Merpe*. I dne of Ricoh Seflj will be 
eu*aB|Ed for 046 shorn of j par value 
thare of Common nock of die Company. 
Up** oMnptakxi of die nmyer a 
•"“wand above, tbe Comply at 

■“nptai. business assets and Irti&ds 
of Ricoh SeSi on IstOanbec 1998. 

Crt te attBaow will be node to the 
*aEhobfcn ol Rtoab Sefla go reond as 
“ XJtb Setmte 1998 in *e annw et 
IW-V For end) diae instead oTpaytnoa of 
dhldoidontlietharcarRlccliSdKfor 
die period from 1st ApriL 1998 uXkh 
September 1998. 
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Pearson offers Tussauds for sale 
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By John Gapper and 
Scheherazade Daneshkbu 

Pearson, the media group 
that owns the Financial 
limes, pot its Tussauds lei- 
sure operations up for sai B 
yesterday in an effort to cut 
the burden of debt after its 
$3.6bn purchase of Simon & 
Schuster's educational pub- 
lishing arm. 

Analysts said the 
operations, including the 
Madame Tussand’s wax- 
works in London and the 
Alton Towers theme park in 
Staffordshire could attract 
bids from US and UK compa- 


nies such as Time Warner, 
Seagram and Sank, as well 
as UK venture capital funds. 

Although analysts have 
Placed widely-varying valua- 
tions on the Tussauds 
operations, which Pearson 
acquired in 1378, the com- 
pany is thought to want to 
gain more than £3 50m 
($5 85m) to match recent 
sales of theme parks in the 
US. 

The announcement that 
Pearson is to auction This- 
auds was expected after the 
Simon & Schuster deal, but 
analysts were surprised by 
the timing only a day after 


Pearson sold a 40 per cent 
stake in a Spanish theme 
park. 

The likely sale of Tuss- 
auds leaves Pearson's so per 
cent stake in Lazard Part- 
ners , the holding company 
for the Lazard investment 
banks, as the only obvious 
anomaly for Marjorie Scar- 
dino, its chief executive, to 


Although Pearson has 
indicated it may eventually 
sen out to other Lazard part- 
nets, the complexity of its 
ownership agreement, and 
the fact that it would need a 
high price to avoid dilution. 


maim an early sale unlikely. 

Mrs Scardino said 
although Tussauds was “a 
great business'’, this was a 
good time to “test whether 
Tussauds might be even 
more valuable to a new 
owner. They will have to 
offer a good price to con- 
vince us that it is." 

Although Dresdner Klein- 
wort Benson valued Tuss- 
auds at about £260m. Salo- 
mon Smith Barney believes 
it is worth between £375m 
and £430m. Tussauds has net 
assets of £l55m and made 
pre-tax profits of £22m on 
sales of £107m last year. 


Lazard Brothers in London 
is to conduct the auction for 
the operations, likely to be 
concluded by the autumn. 
The Simon & Schuster deal, 
which was struck in May, 
could be concluded at about 
the same time. 

US buyers are thought 
likely potential bidders for 
Tussauds. because studios 
including Seagram have 
expressed interest in expand- 
ing into Europe. Seagram 
was the buyer of most of 
Pearson's stake in the Span- 
ish park on Monday. 

Pearson shares closed 4p 
up at £10.55. 
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Dutch 
approach 
to Galen 

By YlrgMa Marsh 


!,y 
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Galen Holdings, the 
Northern Irish pharmaceuti- 
cals company that floated 
less than a year ago, is in 
talks that could lead to a 
reverse takeover by Dutch- 
based Ferring Pharmaceuti- 
cals. 

Shares in Galen, which 
reports interim results 
today, were suspended at the 
to company’s request yesterday 
T after it announced the two 
groups were in merger talks 
that could last several 
months. 

The suspension price was 
437V*p - giving a market cap- 
italisation of about £525m 
($877m) - compared with a 
price an flotation of 15Qp. 

Galen declined to disclose 
which company had initiated 
the talks, bat said it viewed 
the proposed merger posi- 
tively. It was keen to expand 
its business outside the UK 
and Ireland and Ferring’s 
international sales network 
would facilitate this. 

Ferring, registered in the 
Netherlands, is a private 
pharmaceuticals business 
M set up in Sweden by a Ger- 
man.immigrant in 1951. It is 
ran by Frederik Paulsen, the 
son of tbs founder, who is 
based in Paris, and it Is 
believed to be owned by the 
Paulsen family. 

It three plants in Scan- 
dinavia, one in Germany and 
is building a third in the 
Czech Republic. It is. under- 
stood to have annual sales of 
about £200m and to be val- 
ued at up to CUra, 

“We had been considering 
a listing anyway. The plans 
with Galen would speed up 
the process," Mr Paulsen 
said yesterday, adding he 
considered the London Stock 
Exchange the best regulated 
-r-AStock market in Europe. 

•' Galen was set up 30 years 
ago by Allen McClay, chair- 
man, who with his family 
still holds a stake of 32 per 
cent in the company, which 
is about 70 per cent owned 
by its management. 
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Stephen O’Shea: divisional executives 1 rewards are tied to the performance of their businesses 

Halma maintains pay-out record 


By Andrew EdgecUffe-Jabnson 

Halma, the security 
equipment and fire and gas 
detection group, is to raise 
its dividend 20 per cent for 
the 20th year in a row, a 
record it believes unrivalled 
among UK listed companies. 

The rise in dividends for 
the year to March 28. from 
2u31p to 2.77p, accompanied a 
1 per cent fall in pre-tax prof- 
its to £S6.6m (56 Lm) after 
£5. 76m of exceptional costs 
for the closure or sale of 
three non-core UK busi- 
nesses. 


However, underlying prof- 
its showed a 14 per cent 
increase to £42.4m on turn- 
over up from £200m to 
£213m. 

Stephen O'Shea, chief 
executive, said HaJma’s 
growth record was based on 
three factors: insisting that 
subsidiaries should be capa- 
ble of high returns on capi- 
tal; making acquisitions only 
in businesses where it 
already has skills; and tying 
divisional executives’ 
rewards to their businesses’ 
performance. 

“We are not immune to 


world economic factors.” he 
added; “If you get an overall 
reduction in economic activ- 
ity we wQl suffer like anyone 
else.” 

Analysts were pleased by 
the news that underlying 
profit growth accelerated 
from 10 to 18 per cent in the 
second half of the year, and 
that 17 of the group’s 47 
companies achieved record 
profits. 

Mr O'Shea said: “There are 
no mugs out there [among 
Hahna's customers]. These 
figures reflect the power 
and value and significance 


our customers place on our 
products." 

He added that Halma saw 
9 per cent growth in demand 
from east Asia and Australia 
during the year, compared 
with 1 per cent in continen- 
tal Europe: “Those figures 
are likely to be reversed in 
the current year." 

Some analysts have 
pressed Halma to sell its 
largest companies, but Mr 
O'Shea said four of the top 
five made record profits last 
year, and that Halma 
remained “a good home for 
them". 


Demand 
softens 
at First 
Leisure 


Danasbkhu, Leisure 

Industries Correspondent 

Shares in First Leisure fell 
8.7 per cent yesterday, after 
the disco and attractions 
group reported a softening of 
consumer demand in all its 
businesses, apart from 
health and fitness. 

Michael Grade, chairman, 
said the effects of the World 
Cup made it harder to assess 
whether the downturn was a 
continuing pattern. 

But the company was not 
losing market share. “We're 
absolutely satisfied that this 
is not an operational or prod- 
uct development but a foil in 
demand across the board." 
he said. 

He spoke as the company 
reported a 12 per cent rise in 
pre-tax profits to £19 -2m in 
the six months (0 April 30. in 
line with expectations. Sales 
were 29 per cent higher at 
£lt4An (6192m). 

Mr Grade said that the 
group was still considering 
offers for its resorts busi- 
ness. but a sale was not a 
necessity. “This is not a dis- 
tressed sale; we are testing 
the market and if wc don't 
sell, it’s still a very profit- 
able business. 

First Leisure said in April 
it had received a number of 
unsolicited offers for resorts. 
The business is on the bal- 
ance sheet at about £l00m. 

Mr Grade indicated mari- 
nas and theatres were also 
disposal candidates. “At 
some point well address the 
idea of whether we can get a 
really good price. They are 
marginal businesses for us.” 

The shares closed 36p 
down at 379V*p. Nigel Hicks, 
leisure analyst at CSFB said; 
“There is disappointment on 
the lack of a resorts deal and 
the softening in current trad- 
ing. but the strategy for the 
next two to three years is in 
place and good returns are 
coming through." 

An interim dividend of 
2.85p (2.64p) is payable from 
earnings per share of S.04p 
(7.61p). 


Bullish words from Orange lift mobiles 9 shares 


By Alan Cane 


Shares in UK cellular phone 
operators rose sharply yes- 
terday on predictions that 
vigorous growth in Britain’s 
mobile communicati ons mar- 
ket is set to continue past 
2000. 

Hans Snook, managing 
director of Orange, the 
youngest of the UK’S four 
mobile groups, claimed pene- 
tration of mobile phones - 
the number of network con- 


nections pm head of popula- 
tion - would reach 50 per 
cent in 2004, compared with 
16 per cent at present 

Last month Vodafone, the 
UK's largest operator, said 
the 50 per cent mark would 
be reached in 2005. 

Mr Snook was announcing 
new Orange products, ser- 
vices and tariffs which will 
bring the mobile operator 
into direct competition for 
the first time with fixed wire 
operators such as British 


Telecommunications and the 
cable companies. 

Call charges, in some 
instances, are cheaper than 
those for a fixed line phone, 
Mr Snook made it clear his 
aim was to encourage cus- 
tomers to forsake fixed line 
communications in favour .of 
mobile phones. 

He promised a mobile 
videophone with camera and 
screen built into a £600 
(£1.000) handset within 18 
months. And later this year. 


he said. Orange would intro- 
duce a “personal assistant". 
Wildfire, using voice recogni- 
tion technology. 

“Wildfire will take mes- 
sages, collect the phone 
numbers of callers and place 
calls for you in response to 
yoor spoken commands. 
Wildfire will construct a 
•phone book in the sky’ 
based both of subscribers’ 
usage patterns and their per- 
sonal preferences" he said. 

Analysts said the Orange 


announcement was a 
response to continued 
advances by its competitors 
which had seen many of its 
early innovations - such as 
per second billing or confer- 
ence wiling - emula ted or 
improved. 

Orange shares closed at 
605p yesterday, up 54p. Voda- 
fone closed 25p ahead at 760p 
while BT. which holds a 
majority stake in Cellnet, 
the second largest operator, 
finished 37p ahead at 741 p. 
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A wanting on trading condi- 
tions is not how Michael 
Grade will have wished to 
celebrate his first year at the 
helm of First Leisure- 
Although corporate gover- 
nance concerns linger, his 
arrival has led to greater 
openness and strategic clar- 
ity. Dismal bingo operations 
have been sold and the 
resorts, theatre and marina 
interests are all, thankfully, 
up for grabs. Nor did the 
interim results contain any 
nasty surprises. So for, OK. 

The runes of retail spending 
are hard to read, particularly 
when the World Cup is on. 

But only a great showman can pass off the honing of First 
Leisure's existing mix of businesses as the “radical and 
adventurous" departure promised last June. For all the 
glitter, there are questions, over core operations m health 
and night clubs. 

Luxury health clubs will not be immune from increasing 
competition from the sweatier end of the market. Margin 
erosion is inevitable, as clubs seek to prove they offer value. 
And slower economic growth will doubtless lead to con- 
sumer belt-tightening, which should benefit the I’ir-.i 
Expresses of the health club circuit, such as Fitness First. 
Nor will night clubs flourish if the government chuuto* <0 
relax pub opening hours. Except for tile keenest teeny-bop- 
pers, the charms of queuing up to pay nn entry fee to a big 
bouncer will fade if pubs can offer late-night tipple. Main- 
taining the interim 17 per cent earnings growth will be hard. 

Business in education 

Investors in companies participating in education action 
zones might be tempted to groan at such philanthropic 
involvement. They should be smiling. There is nn obvious 
plus for public image: companies ore increasingly realising 
the value of being seen as good corporate citizens. Several 
were already involved in local education. Now that is being 
recognised, thanks to a small additional investment. 

But if the pupils concerned are to increase their chances 
of being employed by these august companies, the impact 
needs to go much further. David Blunketl’s initiative is 
being sold as a standards raising exercise. ;md that is indeed 
what matters. The new forums must be given sufficient 
powers to scrutinise schools and call for action if the recruit- 
ment market is genuinely to benefit 


Kingfisher takes 
control of But 


By Robert Wright 

Kingfisher, the multiple 
retailer, is to pay £lG3m 
($i72m) for a controlling 
stake in But, the French 
electrical retailer, in which 
It already holds 26 per cent. 

The move is in line with 
Kingfisher's plans to expand 
in electrical and D1Y retail- 
ing outside its UK base. But 
is the fourth largest electri- 
cal retailer in France, with a 
market share of 4 per cent, 
and the second largest furni- 
ture retailer, with 9,8 per 
cent. The company will 
become part of Kingfisher 
Electrical Retailing, a pan- 
European company that also 
owns Darty, the market 
leader in French electrical 
retailing. 

Kingfisher said But would 
fit well with Darty because 
But, which is more down- 
market, was focused on a dif- 
ferent part of the market 


Kingfisher is to buy a fur- 
ther 35.7 per cent from 
Andre Venturini, who 
founded the company in 
1972, and Georges Yvrai. 
chief executive. Kingfisher 
will pay FFT300 ($50) a share 
in cash, a discount to But's 
FFr370 closing price on the 
Paris Bourse on Monday. 
The company will later 
make a FFr300 offer for the 
remainder or the shares. 

But made pre-tax profits of 
FFr242m on safes of 
FFr2.44bn for 1997. King- 
fisher said the price paid for 
the shares would mean the 
deal would marginally dilute 
Kingfisher's earnings this 
year. 

Nick Bubb, retail analyst 
at SG Securities, said: “Obvi- 
ously, they are very pleased 
to have beaten the specula- 
tors and bought the stock 
well below the current 
price." Kingfisher's shares 
closed up isp at 967p. 
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MOGUnM 

Announcement of Annual General Meeting 

NOTICE TO SHAREHOLDERS 

Notice b hereby ** *’ nu8 ‘ Bowtal W0 

Gaqiajfn S be hdd on June 28. 1398 at the 
o^temetkina 11 L 16, Block CD, MoKOWBUOamCoCai tunet 

The ACM has been convened for the purpose of approving the 
1997 financial lesufis. 

To legtsttratovtorMeronort 

Registration Commission 
RAO Gazprom 
Narmtitina uL 16 
Block CD 
Moscow 

Telephone (095) 719 39 S3 , 

Jbh office 1^11 be open for registnitwi 

KUJOhB- 17JW» 0«»l fimd- June ** 19aL 
Moscw June 2* 1998. The 9aanl of Directors fiaipmnw 
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HambuM Bank Limited 

aiTtaBHalntaEONW ^ 


A Prime Site 
for your 

Commercial 

Property 


Advertise your property to 
approximately a million FT 
readers in 16O countries. 

For details: 
TTnaMcGtmnan 
+44 (0)171 873 3252 

ftuc +44 (0)3.71 873 3098 





Advertising release 
for sale of shares by direct negotiation 


i Company, 


□ Registered Office: Targu Mores. Str. CalarasQoc nr 112-114, Jnd Muirs. 

□ Fiscal Code: 1220411. 

□ Registration no. at Commercial Register Office; 126/309/ 1991. 

□ Issued stock capital accotdmg lo the latest records 

at die C omm er cia l Registrar Office: 6,021.925 ihoasand ROL. 

□ Thmovcrin 1997; 3 1,061,000 thousand ROL. 

□ Net profit in 1997: 1 ,920,200 thousand ROL 

□ Main scope of activity: manufacturing and trade of electrical and riccuomcally equipment. 


The share ownership structure g as follows; 



The price offer for the 7456% bated share capital, U. 180^77 shares is 1,704,615 USD and The offer price fur a share is 9.44 USD. 

The Company PRESENTATION FILE required for subscription to (be offer ituv be obtained at (be State Ownership Fkmd, 
BUSINESS CENTRE, OFFERS DIVISION of the fcaernarional Relations Department, Bucharest, 6 Stavmpokos Street, sector 3 phone 04- 
01/3 1 10495; 3 123 130; 3 124231 and fax. 04-0 1/31 2 1 841, daily between 8jQ0mi 1 6.00 hrs^ at a price of 4^064)00 ROL or in convertible currency 
equivalent me at foe Romanian National Sonic at foe baying (fay. Tins am has to be transferred in advance in foe State Ownership Fund 
accounts: no. 25110009060242300008 in USD at foe Romanian Bank for Foreign Trade (BANCOREX) for foreign investors, or no. 
251I00980908ZZ4 in ROL U (be Romanian Bank for Devdopman-Bncharest Brand (BRD-SMB) for Romanian investors. 

Farther information about foe conavwy's privatization my be offered by SJXK's INTERNET SUE, at foe address wrms£nik or at foe 
phone no. 044)1/3124234, fax 04-01/3113094. Mr, Obaoescu. 

The minimal environmental' conditions accepted for ELECTROMURES SA* TARGU MURES are included in foe company 
PRESENTATION FILE. 


THE PRESENTATION RLE will be released on presentation of: 

O a coot of foe payment order for foe presentation file; 

□ inanity card f or pas sport forfo r qgp o tracaa); 

O from fftg hwafpig company. 

. ladders are recurred to ritsenl evidence nf ranting ai the Seller's disposal a ... 

OL or 5LJ28 IKII ffxlows: Romaman dozens or legal entities may pay cash to foe 

i account oa 25118®^WBI3 in ROL at foe Rommm Bankfor Dcvdopment - Button 
dtixeas or lreal entities may nay. cash to foe Stale Ownership, Fund to account no. 

i in USD, ai foe Romaaian Bant for fpragn Trade {BANCOREy: si rematrvwy foe bidders may instruct 

: where foey hoW foor aocouet to release an raconditireiUDadc gittraiuee valid for 180 days. 



Only bidden drat prove they acquire the Presentati on File may submit their PURCHASING OFFER. 

Bidden shook! afooih foc PlJRCHA^fNG^OFFER, foe Busigess JPtra and foe dogaim^i 1 oHte J 



__.alSfoe_l 

of 1598, 26.* fan. 


_ OFFER, foe Business Plan and foe 
: 27, pdfoshed % foeOffidd Gaacue ua,l_ 
|fnxd«j» Fuad, Offer? Dwisioo at die atow i 
imneff 



I address, in a sealed envelope. 
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The chainsaw falls 

i 

on instrumentalism 


Sacked corporate slasher A1 Dunlap was an embarrassment to 
those who believe business does not have to be ‘mean' 


They called him Chainsaw 
Al, or Rambo in pinstripes. 
But last week the chainsaw 
finally severed Al Dunlap 
(Tom Sunbeam, the company 
of which he had most 
recently been chief executive 
officer. 

f never met Mr Dunlap, 
but had almost come to 
think of him as an Old 
friend. For more than a year 
now. 1 have quoted liberally 
from his book. Mean 
Business, when I wanted to 
illustrate the extremes of 
instrumentalism in business 
behaviour. 

After one talk, a member 
of Lhe audience rose to bis 
feet claiming to be Mr 
Dunlap. 1 looked at him with 
an uneasy mixture of relish 
and trepidation - who dares 
confront Rambo? - but he 
was an impostor. 

Alter an Oxford lecture I 
heard one departing listener 
ask another "Al Dunlap 
isn't a real person, is he?” I 
was never sure whether the 
man whose views I described 
was a real person, ora 
figment of the imagination 
of his ghost writer. And now. 
I suppose, I will never know. 

Mr Dunlap’s t raining was 
at West Point Military 
Academy, “the best business 
school in the world”. Still, he 
came to appreciate other 
business schools. Especially 
when a survey of students 
voted him the most admired 
chief executive in America. 
With unusual modesty, he 
expressed surprise. 

Mr Dunlap's first job was 
as executive officer of a 
nuclear missile 
establishment Perhaps that 
was the only job In which he 
didn't fire anything. After 
working for Sir James 
Goldsmith and Kerry 
Packer, he achieved fame by 


running Scott Paper for two 
years, drastically pruning its 
operations and finally selling 
the company to rival 
Kimberley Clark. His most 
recent company was 
Sunbeam, maker of small 
domestic appliances. The 
sbare price jumped by 60 per 
cent when he was appointed, 
he tells us in Mean Business. 
And now, it is more or less 
back where it was when he 
joined. 

Mr Dunlap had no time for 
sentimental approaches to 
modem business. “The most 
ridiculous term heard in 
boardrooms today is 
stakeholders. Stakeholders! 
Every time I hear that word, 

I ask: ‘How much did they 
pay for their stake? 1 ” A 
curious, and limited, view of 
life, imag ing the Al Dunlap 
manual of parenthood. “The 
most ridiculous notion in 
child rearing today is that 
parents have obligations to 
their children. Whenever I 
hear that, I ask *how much 
did children pay?' ”. 

In Mr Dunlap's world, the 
only kind of relationship is 
one of commercial exchange: 
the sole reason you might be 
under obligation to someone 
else Is that the person 
concerned has paid you 
money. And there is no 
doubt that this is what he 
genuinely believes. 
“Sometimes, Packer would 
say to me. ‘AL I have had 
this relationship my whole 
life! For God’s sake, there 
goes the relationship! What 
are you doing to me?* 

'Kerry', Td say. ‘I came over 
here to do a job!’.” 

Mr Dunlap is 
embarrassing, at least for 
those of us who argue that j 
business is a serious ! 

activity, intellectually 
challenging, morally i 


de fensi ble nnrf demanding of 
general respect But in his 
self-parody, he raises 
fundamental issues about 
modern business. 

For those who share at 
least part of Mr Dunlap's 
philosophy, business is 
exclusively Instrumental. We 
may warm to his description 
of a woman's moist-eyed 
thanks that the rise in the 
price of Scott Paper stock 
would put her children 
through college. And feel 
pleased that 20 years after he 


In Mr Dunlap’s 
world, the only 
relationship is one 
of commercial 
exchange 


left Sterling, the employees 
he had laid off brought him 
drinks to express their 
gratitude. But It is not these 
implausible encounters that 
drive Mr Dunlap. “If you're 
in business, you’re in 
business for one thing - to 
make money.” 

The argument that Mr 
Dunlap caricatures is that 
there is a fundamental 
dichotomy between the 
values of business and those 
of everyday life. Yet as the 
Dunlap story demonstrates, 
it Is not dear that his view 
of business is successful 
even in Us own terms. 

I am not sure that Bill 
Gates’s recent book Is a 
better read than Al 
Dunlap's. But the contrast is 
instructive. It begins with 
the title: Mr Dunlap talks of 
Mean Business. Mr Gates of 
The Road Ahead. And of one 


thing you will be in no 
doubt; Mr DunTap is 
interested, above alL in 
money; Mr Gates is 
interested, above all in 
computers. Mr Dunlap 
thinks or the established 
businesses he might close 
down; Mr Gates of the new 
businesses he might set up. 
The latest stand-off with the 
Justice Department is a 
reminder of Mr Gates's 
determination to dominate 
the world market far 
software. Mr Dunlap 
displays no similar ambition 
or affection for toilet tissue. 

And yet it is Mr Gates, not 
Mr Dunlap, who is the 
richest man in America. 
Success goes more often to 
those who are passionate 
about the activity itself. 

Mr Dunlap's business hero 
is the late Sir James 
Goldsmith. But in the 
pantheon of great 20th 
century business figures, Sir 
James will barely merit a 
footnote. 

The names we will 
remember are Henry Ford, 
who made cans for a mass 

market. Aklo Morlta, who 
brought consumer 
electronics into every home, 
and Bill Gates, who put a 
computer on every desk. 
These business leaders made 
money for themselves and 
their stockholders, but they 
made money because they 
first made things. 

As Al Dunlap goes into 
lonely retirement I almost 
feel sorry for a man whose 
most famous comment is “If 
you want a friend, get a 
dog”. Even in business, you 
need friends 
sometimes. 


The author is the Peter 
Moores Director af the Said 
Business School at Oxford 
University and a director of 
London Economics. This 
column appears fortnightly. 



Evening Investments: 
Lifelong Returns 
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I j onrf on B us in e s s School’s part-time Masters in Fin ance is a 
specialist programme HreigwH for people pursuing a successful career 
in finance. It can be completed in two years of parr-thne (mainly 
evening) attendance at the School or in nine months of full- time study. 

The Masters in Finance is rigorous, practical and career-oriented, 
and is taught by the School's mtemauonafly-renowned finance faculty. 
It provides participants with an in-depth knowledge of finance and 
enhances their managerial effectiveness in tins field. To find out more, 
come to one of our information sessions: 




MASTERS IN FINANCE INFORMATION SESSIONS 

London Bosbieas Scfaoot, Sussex Place, London (NVX 


Ttiniduy 30 itfao at fclSpw. Thursday 23 Jofir At OJSpnt. 
Tharaday 20 Ang)tct at ftlSjai 


FINANCE EVENING PROGRAMMES 


London Business School's finance evening programmes attract a wide range of experienced managers 
and finance professionals from industry and the City. They require att en d ance on one evening a week for 
30 weeks from October-June. 

Corporate Finance Evening Pro gram me covets financial analysis, coipctraie finance, valuation, 
financing and capital markets and has a strong emphasis on decision-making. 

Investment Management Evening Prog r am me covers equity and bond portfolio and dynamic 
investment strategies, and is designed for professionals involved in portfolio and fund mana ge m e n t 


Sauer Ptaca, age*’* Psrtc. Loodoe NW1 4SA. UK. Tlteptma: +4*(0pJ170e B840 *44 (0)171 723 1788 
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Fashion suits the 


internet shopper 


As the consumer market expands, analysts have been surprised 
by the boom in clothing sales, says Christopher Price 


P A glance at the 
opening page of 
Shopping Channel at 
Excite, one of the largest 
internet search engine and 
media groups, shows a web 
page practically bursting 
with temptations for the 
online consumer. 

Web site links for estab- 
lished products such as 
books, computers, airline 
tickets and compact discs 
blink for attention alongside 
mord recent additions for 
flowers. Office equipment, 
toys and cars. 

More products in more cat- 
egories is a pattern being 
repeated across the web, as 
online merchants seek to 
capture a share of a rapidly 
growing market Consumer 
internet spending rose from 
SLSba to 42.7bn. In the US 
last year - and is forecast to 
double this year. 

lhe growth is also partly 
due to the transformation of 
the internet search engine 
groups into internet “por- 
tals”. or gateways, to the 
web. 

Companies like Excite, 
Yahoo! and Infoseek have 
recognised the power they 
can wield through the mil- 
lions of visitors who use 
their search services every 
day. Instead of sending these 
visitors on to other web sites 
immediately, the search 
groups have turned their 
“home" pages - the place 
most visitors first arrive at - 
into areas that offer shop- 
ping, news and advice ser- 
vices. The companies in turn 
sell advertising space on the 
site, and charge merchants 
that want to link to the site. 

The portals also give the 
internet shopper a more con- 
venient way of searching for 
the products he or she 
wants. 

Craig Danuloff, chief exec- 
utive of iCat, an internet 
commerce software group, 
believes successful online 
products share three essen- 
tial characteristics: conve- 
nience, potential for lower 


prices, and consumer aware- 
ness. 

The rapid growth of online 
clothes retailing illustrates 
his point America On Line, 
the US-based internet ser- 
vices group, recently found 
clothing to be the most pop- 
ular category among its 15m 
subscribers - a trend also 
noted by other companies. 
“We are seeing a huge 
amount of traffic in the 
clothing area,” says John 
Zeitline, producer of the 
Shopping C hann el. 

"People .were thought 
unlikely to buy clothes 
online because of the kiss of 
the touch-and-feel experi- 
ence. That may be true for 
the high^nd .fashion items, 
but the rest of foe clothing 
market is much more 
commodity -based. ” 

This helps to explain the 
success of US retailers that 
specialise in more uniform 
fashion clothing, such as 
The Gap, a conventional 
retailer, and Land's End. a 
mail order clothing com- 
pany. 

Although neither company 
discloses the size of its 
online sales, analysts esti- 
mate the internet clothing 
market to be worth about 
$l00m a year. 

Ron Fry, internet business 
manager at Land's End, says 
the success of online clothes 
shopping should not be sur- 
prising given the popularity 
of mafi order retailing in the 
US, which was worth some 
gsobn last year. 

“Shopping on the internet 
is no different to more tradi- 
tional sales channels - it’s 
all about trusting the brand 
and having a strong relation- 
ship with one's customers.” 

Confidence in the 
well-known retailing groups 
may be one aspect of cloth- 
ing's success, but analysts 
point to three mare general 
developments on the web 
that have allowed the emer- 
gence of a wider range of 
product areas: 

• Improved security has 


increased consumer confi- 
dence in making online 
transactions. 

• As personal computer 
ownership has risen, so has 
the number of people using 
the Internet The higher 
level of PC ownership has 
meant foe US is by far the 
largest internet marketplace. 

• Internet access has 
become faster, cheaper and 
easier, with more efficient 
modems, more service pro- 
viders and a more techni- 
cally proficient audience. 


^-question 


Which are the fastest 
growing areas of 
online retailing, 
and why are 
they successful? 


Computers and computer 
software have dominated 
electronic commerce since 
foe emergence of foe inter- 
net and are still estimated 
to account for one-fifth of 
consumer online spending. 
Their popularity is not diffi- 
cult to fathom: early users of 
the internet were mostly 
computer enthusiasts who 
took easily to the new form 
of shopping in a subject area 
in which they were highly 
knowledgeable. 

The continuing strength of 
computer products is 
reflected in the rise of Dell 
Computer, which has built 
Its position as one of the 
largest personal computer 
manufacturers in the world 
through online sales. These 
currently stand at some $5m 
a day of equipment from its 
web site, four times the level 
of less than a year ago. 

Other successful 
e-commerce areas include 
books, music, travel tickets 
and ftnwru-jgq services. 

Amazon, the first internet 


book shop, has used dis- 
counted prices and a mas- 
sive selection to attract 
8148m of sales last year. 
That has been enough to 
worry traditional booksellers 
- as evidenced by the recent 
purchase of The Internet 
Bookshop, Europe's largest 
online book shop, by 
WJL Smith, foe UK’s biggest 
book retailer. 

Daphne Campbell, a vice- 
president of marketing at 
Netscape, the internet 
browser group, believes 
healthcare and auctions will 
become important areas for 
cyberspace shoppers in the 
future. Mr Zeitline tips golf 
and other sports equipment, 
wine and videos. 

For e-commerce mer- 
chants, however, success on 
the web does not come 
cheaply. Companies with 
strong brands may appeal to 
the internet portal groups. 
but less well-known names 
are more likely to have to 
pay for exposure. 

Amazon, for example, has# 
spent millions of dollars 
building its brand and siting 
itself prominently on the 
more popular web sites - 
including deals with Yahoo! 
and Excite for preferential 
placing. 

But Mr Danuloff says the 
growing number of internet 
community sites and 
increased competition 
among the portal groups is 
reducing the cost erf owner- 
ship on the web. At the same 
time, internet commerce 
software is coming down in 
price. 

Software developments are 
also likely to improve the 
shopping experience. Yahoo! u 
and Excite have both tntro- " 
duced “personal search 
tools”, sophisticated soft- 
ware which allows the con- 
sumer to program the search 
engine to scan selected sites 
in order to get the best price 
and choice. 

One thing appears certain: 
foe home pages of the inter- 
net portal groups, already 
bulging with shopping cate- 
gories, are set to expand fur- 
ther yet 


INFO WIOn'tcELlOGY BRIEFS 


Philips to launch 

speech-to-text 

software 


Speech recognition software 
keeps getting smarter, easier 
to use and cheaper, philips, 
the Dutch technology group 
and a speech technology 
pioneer, is the latest company 
to join the throng with e 
natural continuous speech 
product aimed at the 
consumer market 

FreeSpeecfr. developed by 
Philips Speech Processing 
division, will be launched in 
the US shortly, with European 
versions including German, 
French, Dutch, Flemish and 
British English due by the end 
of the year. 

Priced at $39 in the US, 
Philips claims the new 
speech-to-taxt product, which 
will compete with similar 
ik 


software from International 
Business Machines and 
Dragon Systems, w9l be the 
most affordable speech 
recognition software available - 
It includes a lexicon of mare 
than 200,000 words and 
enables PC users to dictate 
directly into Wkidows 
applications, such as 
Microsoft Office 97, using a 
microphone. 

www£peech.bephJljps.com 


Paragon updates 
phone lists 


shares names and phone 
number Information with 
mobile phones. The software 
allows address information to 
be stored in one place, and 
provides easy-to-use facilities 
for maintenance of contact 
fists, both business-related 
and personal. 

It is possible to create lists 

of frequently called contacts 

that can be downloaded to a 
mobile phone using a cable 
connection. The software 

costs 534.99. 

! v ^pamgonsoftware.com 


Keeping contact names and 
phone numbers up to date on 
a mobile telephone is a . 
laborious and often avoided 
chore. Now Paragon Software, 
a UK-based software 
development company, has 
found a solution. 

FoneBoak Plus is a 
PC-based address book that 

... 


Samsung leads 
conductor race 


Samsung Electronics, the 
South Korean electronics 
group, has completed 
development of the 
I technology required to build 
4 gigabit semiconductor 
devices which are expected to 


lead the next phase of lhe 
global semiconductor market 
In the eariy 21st century. 

Circuit designs drawn using 
Samsung's 0.13 micron 
semiconductor circuit 
Processing technology win be 
only nne-eight-hundredth the 
width of a human hair. The 
technology, to be used in 
making prototype 
4 gigabit chips, packs 30 per 
more components on a 
chip than the state-of-the-art 
Q-T 8-micron processing 
technology. 

Samsung claims the 
breakthrough will enable 
4 gigabit memory chips to be 
brought to market at least 
three years eartier than 
e fP ect0 d- The chip wifi be 
able to store the equivalent of 
I foe text contained on 32,000 
news Paper pages. 
www.samsung.com 


Paul Taylor 
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Europe climbs on dollar strength 
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Synthetic Eura against the dollar 
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By rasp Coggan, 

Markets Ecfitof 



Europe’s equity markets 
were generally higher on the 
back of a stronger dollar and 
an early rebound on Wall 
Street. The FTSE Eurotop 
300 index rose 14.85 points, 
or L 2 per cent, to I22t89. 

The US dollar rose above 
DM1.80 on worries about 
Russia alter President Boris 
Yeltsin said that radical 
steps were needed to solve 
the country's crisis and 
avert political and social dis- 
order. As usual, a stranger 
dollar helped Europe’s 


Eorajap 300 EnoMoc 

Wat : 


equity markets by improving 
the prospects of the conti- 
nent's e xporte rs. 

The FTSE Eurotop 100 
index gained 3822 to 231&8 
while the FTSE Ebloc 100 
index, comprising stocks 

from proposed member coun- 
tries of the Euro, rose 149 to 

1,02097. 

'Hie long term effect of 
fund Hows into Europe’s 
markets, through mutual 
and pension funds and share 
buy-backs, was highlighted 
in a note from Morgan Stan- 
ley Dean Witter. Hie invest- 
ment bank reckons that a 
total of $i3tr01ion will Bow 
into European equity mar- 
kets between now and 2010 . 


“This is nearly one and a 
half times Europe’s entire 
market capitalisation, and 
over two times the market 
cap of the MSC1 Europe 
index” says Morgan Stanley. 

“We estimate that total 
net demand for equity will 
average 7 per cent to 10 per 
cent of MSCI Europe’s 
market cap per annum. The 
largest projected inflows rel- 
ative to current market cap 
are to he found in Germany, 
Italy, Spain, Austria and 
Norway.'’ 

The best performing sector 
of the day was tobacco, 
which gained 3.5 per cent 
after a US appeals court 
overturned a ruling against 


Brown & Williamson, a sub- 
sidiary of BAT Industries. 
Shares in BAT gained Ecu 
0.4 to Ecu&97 while Riche- 
mont rose Ecu38.8 to 
Ecnl 23883- 

The electronics sector 
gained 3 per cent with tile 
help of a rally in high-tech 
stocks on Wall Street. 
Ericsson rose Ecul.S to 
Ecu2&28 an the back of a 
new order from BellSouth 
Ecuador while Philips 

jumped EcttLS to ECU79A 

The day's worst sector was 
extractive industries, which 
dropped 2.5 per cent with 
Rio Tinto losing Ecu0.4 to 
EculOfil on renewed Asian 
worries. 
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INTERNATIONAL CAPITAL MARKETS 


Europe ends higher in t hin trading 


GOVERNMENT BONDS 


By Jeremy Grant fa London 
and John Labate h Hew York 


European prices ended 
modestly higher yesterday 
but trade was thin in a mar- 
ket mesmerised by the dol- 
lar's fortunes against the 
yen and starved of domestic 
news to spur activity. 

Analysts said bond prices 
had lost their staying power, 
with most markets on hold 
in anticipation of firm action 
h*om Japan to revive its flag- 
ging economy. 

Investors were said to be 
wary of developments that 
could push up the yen - and 
thus depress bond prices. 

"The upward momentum 
in bond prices has been lost, 
that's very clear and true 
across the board," said Andy 
Bevan. economist at Gold- 
man Sachs. “Most market 
operators are still running 
scared of another round of 


market intervention to help 
the yen." 

European shares rallied 
yesterday, while the dollar 
rose on fears over the eco- 
nomic outlook for Japan and 
Russia, both factors likely to 
keep bond prices at bay. 

“The overriding feeling is 
that there will be another 
round [of intervention] and 
that's causing people to keep 
their heads down in both 

bonds and currencies. 

There’s nothing to hang 
your hat on in terms of 
domestic forces." Mr Bevan 
said. 

US TREASURY prices 
moved higher in thin trading 
ahead of an afternoon auc- 
tion of two-year notes. 

Trading continued to be 
dominated by concern over 
Asia and the value of the 
yen. 

At mid-day the benchmark 
30-year bond had gained £ to 
106% . sending the yield 
lower to 5.643 per cent 


Portuguese bank 
offers perpetual 


INTERNATIONAL BONDS 


By Edward Luce in London 
and Andrew Rsber in Frankfurt 


Banco Espirito Santo, 
Portugal’s fourth largest 
bank, yesterday opened a 
new market for European 
banks with the first tier one 
perpetual bond in a Euro- 
pean currency. 

The DM 550m issue, led by 
Lehman Brothers and Mer- 
rill Lynch, was split into 
floating and fixed-rate 
tranches. European banks 
have previously issued per- 
petual tier one bonds in US 
dollars to tap the more 
receptive US investor base. 

Tier one capital is the clos- 
est form of subordinated 
debt to equity. Several other 
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Shorter-term issues were 
more mured, with two-year 
notes unchanged at 99 
yielding 5.532 per cent, while 
10-year notes gained & to 
101&, yielding 5.455 per cent 

Later in the day the US 
Treasury was to auction 
$ 12 bn in two-year notes, 
some $lbn less than the pre- 
vious month’s auction. 

“It’s a small issue and it 
shouldn't be too hard to 
attract demand.” said Tom 
O'Connell, senior govern- 
ment trader at First Chicago 
Capital Markets. 

No si gnifican t economic 
releases were expected. The 
week’s main data release is 
the durable goods report, 
due today. 

UK GILTS fell in early 
trading in sympathy with 
weaker bond prices globally, 
but rebounded to end 
slightly higher as dollar 
gains reversed those losses. 

The short end of the yield 
curve performed best. 


extending Monday's recov- 
ery after a deep sell-off last 
week an jitters over interest 
rate movements. 

In short sterling, the 
December contract was up 
0.01 points at 92.13, reflecting 
expectations of another 
Bank of England interest 
rate rise in the third quarter. 

The next economic event 
of note is the Bank's mone- 
tary policy committee's 
meeting in early July. 

“There's nothing too much 
in tiie way of data liable to 
change people’s *n inf fa [on a 
rate rise]. The market's fully 
priced for a 25 basis point 
move so tt sits and waits to 
see whether it gets that in 
two weeks." said James 
Mitchell, at Nomura. 

The market shrugged off 
news of a £3.2bn current 
account deficit in the first 
quarter, much larger than 
the forecast £1.5bn. It also 
ignored an Organisation for 
Economic Co-operation and 


Development report forecast- 
ing slower UK growth but 
stubborn rates of inflation. 

The benchmark September 
10 -year gilt fixture settled at 
108.73, up 0.13 points, In vol- 
ume of 27,000 contracts 
traded. 

GERMAN BUNDS also had 
a lacklustre day, ending 
slightly Hi gher after trading 
in tight ranges. 

The September 10-year 
bund future settled up 0.08 
points at 108.37 in modest 
volume of 194,000 contracts 
traded in Frankfurt 

Analysts have suggested 
recently that the Bundes- 
bank may be tempted to 
raise interest rates some 
time next month. 

However, Mr Bevan of 
Goldman Sachs said the 
odds against that happe n ing 
were stacking up, with 
recent data showing the Ger- 
man economy — ami those of 
other countries In the euro 
zone - may be cooling. 


Fortis to 
fund bid 
through 
jumbo loan 


By Soiun Davies 


ISMA warns 
on credit 
derivatives 


New international bond issues 


European banks, including 
BCI, the Italian bank, are 
said to be planning similar 
issues in the next few days. 

"The European banking 
sector is moving towards 
better balance sheet manage- 
ment, so we expect a lot 
more issues of this kind." 
said one banker. The bonds, 
which have a 10 -year call 
option, were priced at a 
spread of 203 basis points 
over the bund and 170 basis 
points over Libor respec- 
tively. 

DePfa-Bank, Germany's 
biggest mortgage bank, yes- 
terday announced plans to 
simplify the issuance of its 
Pfandbrief bonds on the US 
market Pfandbrief Issues - 
collateralised by public sec- 
tor or mortgage loans - are 
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in growing demand among 
US institutions ahead of the 
introduction of the eyro. 

The bank will extend its 
domestic frequent issuer sta- 
tus to the US, thus doing 
away with the need to pro- 
vide a prospectus for every 
issue sold to US investors. 


A global Pfandbrief of 
DM3bn to DM5bn will be 
issued soon under this 
arrangement which DePfa 
said would increase liquid- 
ity. Bookrunners will be 
Goldman Sachs of the US 
and Germany's Commerz- 
bank. 


DePfa can tap about tOOO 
qualified US institutional 
investors under SEC Rule 
144a. Because of the generic 
nature of the public sector 
backed Pfandbriefe. DePfa 
will file all relevant informa- 
tion to the SEC and dispense 
with separate prospectuses. 


Fortis. the Belgo-Dutch 
financial services group, is 
to fund its acquisition of 
Generate de Banque through 
a BFrl35bn jumbo syndi- 
cated loan, which will be 
partly repaid through an 
equity issue in September or- 
October. 

It is the latest in a line of 
substantial loans to finance 
acquisitions, and follows the 
highly successful syndica- 
tion of a $6bn loan to fund 
the purchase of the Simon & 
Schuster publishing busi- 
ness by Pearson, owner of 
the Financial Times. 

The syndicated loan mar- 
ket has been reeling from 
the withdrawal of most of 
the Japanese banks in the 
wake of the Asian crisis. 

Margins .on loans have, 
been widening this year, 
after being driven down by 
several years of intense com - 1 
petition among bank partid- \ 
pants, and there has been 
significant resistance to a 
number of plain vanilla cor- | 
porate loans. 

However, demand for 1 
acquisition finance has t 
remained buoyant, as pres- 
sure on borrowers to gain 
speed and certainty for sub- 
stantial loans means banks 
can charge fetter margins. 

J.P. Morgan Is arranging 
the Fortis loan, which will 
provide 364-day bridging 
finance for the Generate de 
Banque deal. Fortis will pay 
30 basis points over Liber for 
the loan. One banker said it 
would have paid only 17.5 
basis points for a plain 
vanilla syndicated loan, 
albeit of a smaller size. 

Fortis had planned to 
finance the acquisition 
through a substantia] equity 
issue, but it had to change 
its plans after ABN Amro 
launched a counter-offer. 


By Jeremy Grant 


Rapid growth in the credit 
derivatives market carries 
the risk of serious abuse, 
with capital adequacy rules 
unable to cope in the event 
of problems, the Interna- 
tional Securities Market 
Association said yesterday. 

Credit derivatives are used 
by banks to insure them- 
selves against default by 
their borrowers and are trad- 
able. Many bigger banks 
have invested heavily in 
credit derivatives operations. 

The British Bankers Asso- 
ciation predicts the market 
will double in size this year 
from £103bn at the end of 
last year, much of that as a 
result of hedging against 
risks flowing from the Asian 
ftnanrial crisis. 

ISMA. the self-regulatory 
body for the international 
securities industry, said in a 
report that credit derivatives 
are “on balance, inherently 
beneficial to the financial 
system", allowing more 
transparent pricing and bet- 
ter management of credit 
risk. 

It said growth in the mar- 
ket might also allow com- 
mercial banks to win back 
some of the business lost to 
the securities markets over 
the years. 

However, it warned that 
problems could arise from 
the effects of derivatives on 
trading in the credit of an 
individual company. 

In a takeover bid, for 
example, certain uses of the 
product could cripple the 
ability of companies to raise 
the financing needed to com- 
plete the deaL 

One group competing in a 
takeover might approach its 
rival's bank and buy credit 


protection against that 
rival's default This would 
squeeze the amount of . credit 
the bank was able to offer its 
client - the rival firm - 
thereby weakening its posi- 
tion in the takeover. 

“These Instruments will 
allow someone to - attack 
someone else's credit rating. 
That in itself would be ‘jun- at 
gle capitalism’ at work,”, said w 
Julian Wa&astey, a research 
fellow at Reading Universi- 
ty's ISMA Centre and co- 
author of the study. 

Careful attention by banks 
to conflicts of interest could 
prevent problems emerging 
but “in an era of transaction- 
style banking, some firms 
may be unduly aggressive", 
ISMA said. 

On regulation, Mr Walms- 
ley said the European 
Union's capital adequacy 
directive (CAD) was unable 
to handle credit derivatives 
as it was not drawn up with 
such products in mind. 

Nor were the procedures 
for changing the rules flexi- 
ble enough to keep pace with 
the speed with which new 
derivatives products were 
coming on to the market. 

CAD is an EU directive 
and must therefore be 
pushed through the Euro- 
pean Parliament and 
national legislatures in the 
EU. making it hostage to pol- 
itics and red tape. 

“The CAD should be 
amended to consist of . a 
small legal core, coupled 
with a body of secondary 
regulations that could be 
amended at the administra- 
tive level rather than requir- 
ing passage through a 
number of parliaments each 
time a new derivative Instru- 
ment Is created," the report 
said. 
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CURRENCIES & MONEY 


Yen solid as banks take centre stage 


MAJR9STS REPORT 

By Daniel Bombay and Lsyfe 


The yen edged down to 
Y 139.1 to the dollar yester- 
day. as attention focused on 
Japan’s plans to restructure 
its troubled banking sector 
The previous day it had 
ended European trading 
hours at Y138.1. 

Politicians yesterday 
began work on a plan to cre- 
ate a bridge bank which 
would extend loans to bor- 
rowers from failed banks 
and might hurry along the 
process of financial reform, 
final plans for such an insti- 
tution are due on July s or 
before. 

The governing parties also 
agreed to submit a bill to the 
next session of parliament in 
late July to help the banks 
to make fester bad loan dis- 
posals. 

Such steps have largely 
been welcomed by financial 
markets grown nervous by 


POUND SPOT FORWARD AGAINST THE POUND 


the extent of Japan’s eco- 
nomic problems. There 
remains a general perception 
that the country wQl have to 
do much more to change 
opinions about the country’s 
prospect and so shore up the 
yen. 

But the currency’s Call this 
week has been limited, 
despite predictions that the 
yen would plummet without 
more concrete measures to 
rescue the Japanese econ- 
omy. It is stSD considerably 
stronger than the level of 
YI42 against the dollar at 
which the Bank of Japan 
and the US Federal Reserve 
intervened last week. 

“You’re starting to see 
supply side solutions in 
Japan. They are important 
steps, though they are obvi- 
ously not the last steps 
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which have to be taken,” 
said Gerard Lyons at DEB 
International In London. *T 
think the yen has turned." 

Mr Lyons thinks that over 
the next fen weeks the yen 
win hold at levels of between 
Y135 and Y140 against the 
dollar. 

However, Avinash Persaud 
of JF Morgan argued that 
although financial reform 
might be necessary in the 
longer term, in the short 
term, bank bankruptcies 
would weaken the yen, 
which he thinks may fall 
towards Yi60 In the autumn. 

Yesterday Fitch IBCA, the 
rating agency, warned that 
the country's banking prob- 
lems could trigger a down- 
grade of Its trfpIe-A credit 
rating. 

■ The Kyodo news agency 
reported that Ryu taro Hashi- 
moto, the Japanese prime 
minister, said he hoped the 
Bank of Japan would 
increase interest rates, cur- 
rently at 05 per cent, at an 
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appropriate time. The low 
yield on Japanese debts has 
fuelled an outflow of domes- 
tic capital overseas, widely 
blamed for impelling the 
yen’s decline. 

■ Sterling held firm at 
DM3.00 yesterday, despite 
disappointing balance of 
payments figures. 

The current account defi- 
cit far the first quarter of the 


year was twice the size of 
market expectations at 
£22bn. 

But the figures were 
largely brushed aside by 
markets still - driven by the 
high yield on UK debt and 
on expectations of a further 
interest rate rise. 

“It is difficult to believe 
that sterling is going to suf- 
fer over the nest two 
weeks,” said Philip Shaw at 
Investec. 

-It’s well underpinned by 
short-term interest rate dif- 
ferentials and also by uncer- 
tainty in monetary policy. 
Yet it has also bad problems 
in making much headway, 
partly because of options 
just above DM3.00. ” 
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DOLLAR SPOT FORWARD AGAINST THE DOLLAR 


CM&D QtaOe BUMtf 
ntt-teM id tty «mu 


Day's n*J Oh Botib nmmOit Oh ym JP 14*3x1 
lap 1M DU W M W Hat Vk «lo 


(Sri] 128702 
eat 37.1600 
nm 68595 
(He 5473 a 


♦0046 675 - 727 
♦0.143 300 - 700 
♦(UBS 545 - 645 
♦00218 703 - 773 
♦002 350- 359 


128404 2.1 

37889 Z0 
68S03 18 

54649 20 


20 12.4397 

20 36495 

1.7 67552 

18 53788 


tanj 

PM) 

9 UOM 

-00913 

904 - 912 

20057 

28869 

209 

30 

2069 

41 

20866 

30 

1080 

Gwmv 

pro 

10009 

♦80065 

006 - 012 

10016 

1.7680 

1.7977 

21 

17914 

21 

ITEM 

10 

Bm 

W 

505023 

-1363 

355 - 492 

511022 

504.120 

508072 

-8.1 

511038 

-40 

522746 

-30 

010 

Gffire 

M 

3D3J30 

♦842 

480 - 980 

305.720 

301080 

305.48 

-69 

30808 

-68 

32818 

-54 

Kbw) 

m 

1.1913 

-00005 

900 ■ SN 

1.1032 

1.105 

1.1901 

12 

1.167 

1.4 

1.1601 

26 

930 

MftK 

iP 

10903 

-80052 

873 - 383 

1.4063 

10973 

10975 

07 

12962 

06 

14071 

-80 

tar 

w 

2B64J3 

-101 

290 - 861 

2975.44 

294340 

294909 

22 

293501 

20 

2658.5*4 

32 

750 

ta 

Oi 

177308 

♦813 

330 - 446 

177870 

176240 

177337 

02 

177123 

86 

175148 

13 

UxxEfltouig 

911} 

B108TO 

-00134 

209 ■ 327 

010950 

61 £490 

810846 

26 

91.2638 

40 

585701 

87 

1023 

\ niyiitai y 

W 

37.1500 

♦0.143 

300 • 700 

37.1700 

360240 

37089 

20 

369665 

20 

36495 

10 

(fctenmb 

on 

33813 

-00011 

795 - 831 

133Z7 

13674 

30701 

40 

30464 

41 

32520 

30 

1010 

(Uheraaft 

n 

20300 

♦80078 

2SS -304 

20307 

20165 

20264 

21 

20192 

21 

10928 

16 

taittr 

wo 

12J60? 

-0037 48B - 715 

126821 

126207 

>20309 

26 

125697 

29 

123367 

25 

980 

Bran 

m 

70005 

+8KB8 

SCO -050 

7.6050 

74646 

74945 

09 

75846 

08 

75592 

05 

Fvtognl 

(Esi 

307.155 

-0251 

900 - 331 

308.192 

308050 

308059 

11 

304057 

3.4 

286241 

30 

810 

patron 

« 

184.400 

♦OB 

350 - 450 

184450 

183250 

194204 

13 

183709 

14 

tffl/49 

16 

Spta 

ffta) 

254352 

'-4244 

243 - 402 

255.190 

2S30GD 

2SSJB53 

30 

252271 

23 

248460 

30 

787 

SNn 

m 

152700 

♦8475 

B80 - 720 

1S2850 

151070 

152514 

15 

15222 

13 

150385 

15 

Sw ate 

«0 

jorra 

-00854 an - MS 

1&29OT 

121818 

111771 

12 

130981 

34 

127578 

24 

852 

MUW 

ew 

70320 

-80068 270 -370 

70394 

70897 

78231 

U 

750C 

7.4 

70225 

>4 

SMftntad 

(STti 

25034 

-0JJ011 

018-050 

20128 

2.4975 

2402 

85 

24874 

50 

2.3662 

50 

1084 

Gwtatad 

(SRI 

10029 

♦00054 

024 - 034 

14034 

1/4965 

1.4963 

30 

1.4688 

37 

1.4497 

15 

UK 

n 

. 


. 

. 


. 




. 

. 

1087 

« 

ra 

10E57 

-80MB 

G62-G62 

10768 

16833 

10031 

10 

15572 

20 

10323 

20 

Ecu 


10157 

-00007 

148- 165 

10187 

10100 

10116 

12 

10077 

34 

1.463 

30 

- 

Ecu 


10990 

-aow 

887 - 683 

7. 10SS 

10907 

1.1003 

-1.5 

MW 

-15 

7.1159 

-14 

SOW 

_ 

1247000 


- 

- 

- 

- 

- 

- 

- 

- 

- 

- 

sw 

- 

874910 


- 




- 



- 


tatfcK 

•gtate 

ffesn 

10655 

-00088 

640 - EGO 

litres 

10631 







p 

TOwricn* 

Agnta 

«*ta 

ngqflfl 

. 

998 - 999 

89999 

89998 

. 

. 

. 

- 

. 

. 

Bnet 

ms 

10234 

-0L0O7S 220 - 241 

10385 

10209 

- 

• 

, 

. 

. 

. 

. 

Bari 

m 

1.1547 


446 - 548 

1.1553 

1.154# 

- 

- 

- 

- 

- 


Craft 

(Cft 

2.4480 

-00175 

468 • 491 

2.4684 

24452 

24428 

20 

24319 

26 

7TIHK 

24 

BQ.7 

Can* 

ICft 

1.4ES7 

-00044 

694 - 699 

1.4735 

1-488$ 

1/46BS 

87 

14674 

00 

1.4641 

84 

tare 

par tail 

147881 

-ai1B4 

BED - BS9 

143984 

14.7680 

140658 

-184 

153453 

-181 

170308 

-182 

- 

tan 

Ota Pem 

88780 

-00335 

760 - 600 

80600 

A 8/00 

8088 

-162 

ISO 

-17.1 

10.428 

-174 


OSD • n 

PadBc/Udde EketMtce 
Aurtafc (Aft 

Hong Kong <WS 

Mb m 

Until (Ml - 


T.6857 -08066 


10768 1.6633 18631 18 10572 20 18323 2.0 1121 


SUM* 

»W« 

SoctoMnc* 

tea Km 

Tata* 

Hated 


06) 2.7388 -00127 

«® 120078 -00551 

fftH 73.4502 -00074 

<3*1- 50985 -00144 

CO 231857 40018 

W 557(6 -50478 

009 12632 400081 

foot 656270 -0.6302 

m &Z474 -50256 

0ft 27*92 -50154 

«Q 9.1031 -51124 

(■DD) 230133 -0440 

m 570020 -54284 

(TO 688280 -00147 


1 Pm (■ to a OttTOr qua h to pom Sm * 
tarn i«». #■ maw bm toad h ut m a 


348 - 387 23502 27326 2.7323 20 

020 - 031 120018 120790 129154 -17 

030-966 710770 71.4038 

900 - 070 51070 50887 

430 - 605 231050 229080 230212 70 

617-818 60225 55437 fi£«H -126 

600 - 004 37772 12481 12677 -17 

732 - 007 650807 652732 050523 -74 

453 - 494 62SM 52385 52412 12 

467-517 27883 27245 27513 -09 

920 - 141 52360 5090) 92331 -17.1 

131 -035 232783 230)71 

5SZ-5Q7 574422 559SS2 572234 -4.7 

307 - 141 69 3460 653410 751914 -274 

M tat <Mf W ta tee data dm BMkg Mbs aMttd 
1 ta MHft a TO HM ■ UWMttftita 


27212 23 2075 23 021 

T20655 -21 137353 -14 


2Z7352 ’77 215312 70 1117 

60087 -144 70818 -123 

32751 -18 32941 -00 920 

751407 -00 710191 -53 

52257 14 5168Z 17 

23528 -OS 2758S -54 

94228 -140 90657 -5*' 

577784 -28 57.7801 -14 

728545 -240 854376 -172 

WmM:46temtMHW)-WM 


us* <a - 

PadWNhkTO EtttMfefaa 

tek m (AS) 10430 -00009 423 - 437 10474 10351 

ftangHoH (HRS) 7.7430 -00015 420-440 7.7440 7.7420 

brie (As) 420950 ♦0.17 800 - 100 420700 420000 

bad PTO 10612 ♦00063 572- 652 3668 16536 


tegnai 

brio 

bad 

mtow 

Hex Bated 


10474 10351 10422 06 1 6396 00 10289 00 017 

7.7440 7.7420 7762 -IS 7023 -4.1 5168 -50 


psj J012 ♦50010 572 - 652 36^ 3 gas - - 

« 139015 -10335 980 - 050 130.100 137070 138 425 51 137.19 S3 13102 51 1130 

m 30453 -00125 405 - SOD 15650 30090 13826 -144 4.1078 -155 45203 -146 

10604 10391 10622 -10 10676 -1.7 10864 -14 


(SO 17506 -0.0001 505 - 507 

(SOB 10505 -O0OZ5 485 - 515 

SO 5.4650 -0045 600-700 


1061 -25 10905 -24 
5085 -111 60975 -110 


fert Total 809 10501 ♦00117 577-604 10004 1039) 10622 -10 10676 -1.7 10864 -14 

PMtattn 410000 -025 000 ■ DOO (1.4000 410000 41 SIB -03 423196 -100 4S045 -US 

Sul Ate (SO 17506 -0.0001 505 - 5 07 17507 17505 17528 -46 3.7556 -06 17775 -07 

Samoa (98) 10805 -00025 495 - 515 10530 10287 1.B543 -27 1061 -25 10905 -24 

SttbMtta 8Q 54650 -0045 600-700 55150 54450 5 5512 -180 5085 -181 80975 -110 

Stall Nm (WTO 138400 -9 200 - 600 139000 138200 - 

tew |75J 312210 -01)7 020 • 400 34.2720 34.1900 31400 -6L5 34031 -4.7 209B -34 - 

Tfcted m 410000 -02 OD0 - 000 410500 400500 420-29.1 4105 -287 4025 -195 - 

t aw WHimwa B tab i im bttmtaitettMteTOMttwdittaHte «■ MwiEBiHii teabiBB aMg if taro ■*■*.* *« 
jm a em mbw tafcfM at OH. mt m ton m *nmt am a ma ait «r at Datt ite ■* tear ta J* mbbtihs <u» spot m rate® mje 
atetMtewnWtibl.i 

im attm nte tom n aw Mtt n te Mtaa m teia ai (temwfrcH 


WORLD INTEREST RATES 


MONEY RATES 

Jh 23 Dae 


■ The dollar rose against 
the D-Mark to DM1S0.1. 
among worries about Russia, 
which has close relations 
with German banks. 

Moscow yesterday 
announced reforms Includ- 
ing tax changes, spending 
cuts and a promise to defend 
the rouble. Talks are con- 
tinuing with the IMP over a 
$I0-I5bn credit package. 

“We wifi either go into a 
vicious or virtuous circle." 
said Niclas SundstrOm at 
Citibank. “I think the virtu- 
ous path will be chosen 
because you have seen a 
domestic policy adjustment 
that has been unprece- 
dented." 

He noted that a primary 
fiscal surplus of 1 per cent so 
far this year compared 
favourably to a 2 per rent 
deficit for 1997. 

However, the markets 
were jolted by comments by 
President Boris Yeltsin that 
the financial crisis had 
reached alarming propor- 
tions. 
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ABN-AMR0 Holding N.V. 

established in Amatertiam 


Final dividend 1997 

Wrth reference to fte advertisement of May 7, 
1998, ABN AMRO Holding N.V. announces that 
the ordinary shares of NLG 1 ,25 nominal value 
which were reserved for, but have not been clai- 
med by the holders of stock dividend rights have 
been sold and that a proportional share of the 
proceeds, i.e. NLG 0.63 per dividend right from 
an ordinary share of NLG 1-25 nominal value, 
will be kept available to these holders. 

ABN AMRO Holding N.V. 

Amsterdam, June 23, 1998 
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Oil higher 
before Opec 
meeting 


GOLD CONFERENCE JOLD OF ABUSE TO BORROWING SYSTEM^ 

Central banks urged 


By Ksmetf] Soaring, SUntag 
Correspondent, b Barcelona 


MARKETS REPORT 
By Gary Mead 

international prices for 
crude oil moved higher in 
the wake or reports from 
Vienna, where the Organisa- 
tion of Petroleum Exporting 
Countries is meeting today 
to discuss emergency action 
to support the market. 

The Kuwaiti oil minis ter 
said in Vienna he expected 
the meeting to agree an addi- 
tional 1245m. barrels a day 
cut from production, on top 
of the 1.245m b/d cut 
announced at an Opec meet- 
ing in Riyadh in March, but 
some analysts doubted such 
cuts could be made to stick. 

■'What they have to engi- 
neer is a programme for a 
sustained reduction in world 
stocks. It must be an actual 
cut of about 300 , 000 - lm b/d - 
a simple announcement of 
intent will not do any good," 
said Mohammed Abduljab- 
bar, of the Petroleum 
Finance Company in the US. 

“But my suspicion is that 
they will not be able to 
implement such cuts, they 
will again fall short of their 
promises, and we shall see a 
series of piecemeal solutions, 
with Brent failing to sustain 
a price above $14 to $14.50 a 
barrel." 

On the International 
Petroleum Exchange in Lon- 
don. August-dated Brent 
blend gained 55 cents in 
later trading, to $13.79 a bar- 
rel. while on the New York 
Mercantile Exchange 
August-dated Nymex crude 
gained 64 cents, to $14.29 a 
barrel, having touched a 
high of $14.40. 

Another day of lacklustre 
trading cast a pall across the 
London Metal Exchange, 
where the lack of firm direc- 
tion persisted and all base 
metal prices marked time. 

Norilsk, the big Russian 
metals producer, said it 


would Increase output of 
platinum group metals by 15 
per cent this year, and pro- 
duction of nickel and copper 

would rise by 8 per cent and 

9 per cent respectively. 

Rabobank, tbe Nether- 
lands bank specialising in 
commodity finance, pre- 
dicted in an analysis of the 
world coffee market a period 
of extreme price volatility as 
a result of low global stocks 
and increasing fragmenta- 
tion in consumer markets. 
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Consolidation in the indus- 
try - with the live biggest 
traders controlling 40 per 
cent of world trade and the 
top five roasters now with a 
70 per cent market share - is 
likely to continue, but the 
end of buffer stocks will 
usher in greater instability. 

Central American coffee 
production bas been hit by 
drought. The 1998-99 harvest 
in Costa Rica, El Salvador 
and elsewhere in the area 
will be down 15-25 per cent 
On the London Interna- 
tional Financial Futures 
Exchange, the September 
coffee future climbed $30 to 
finish at $1,630 a tonne. The 
September cocoa contract 
closed at its lowest far 10 
weeks, down £17 at £1,050 a 
tonne following heavy sell- 
ing by investment funds. 


Central banks would benefit 
if they treated the gold in 
their reserves like any other 
currency and charged higher 
interest rates for it, Brett 
Kebbie. executive deputy- 
chairman of JCI Gold of 
South Africa, told the Finan- 
cial Times world gold confer- 
ence yesterday. 

At present, far historical 
reasons, gold could be bor- 
rowed at interest rates of 1 
per cent to L5 per cent, he 
pointed out While this bene- 
fited gold miners that 
wanted to hedge their posi- 
tions. the system was being 
abused and being used to 
finance non-gold operations, 
such as railway lines in Aus- 
tralia and copper mines in 
South America. 

Speaking from a produc- 
er's perspective, Mr Kebbie, 
said: "It is the interest rate 
differential between gold and 


Thailand, one of the world's 
leading producers of natural 
rubber, is thought to be pre- 
paring to leave the Interna- 
tional Natural Rubber 
Organisation (INRO). a joint 
producer-consumer body 
whose main role Is stabilis- 
ing world rubber prices. 

At a weekend meeting in 
Thailand, representatives of 
the natural rubber indus- 
tries in Indonesia, Malaysia, 
Singapore and Thailand met 
to consider the current 
depressed prices for natural 
rubber, now hovering 
around 76 cents a kg against 
$1 a year ago. 

The natural rubber indus- 
try is beginning to be SQri- 
ously damaged by tbe low 
prices, as smallholders leave 
rubber-tapping for more 
lucrative occupations. 


tbe dollar that causes us to 
hedge and which gives the 
speculators a fabulous array 
of ammunition to destroy 
the gold price in the market, 
resulting In price instability. 
Witness what low interest 
rates have done for the yen 
and what comparatively 
high interest rates bave 
done to the doJlar." 

He added: “Gold price 
instability has been caused 
by a flood of liquidity result- 
ing from an abuse of low 
lease rates.” 

Mr Kebbie said producers 
“can’t really see the gold 
price going up unless gold 
interest rales go up". 

Central banks might 
receive less income on their 
holdings if rates went op as 
not so many would want to 
borrow gold. However, 
higher rates would boost the 
capital value of holdings. 
“You only need gold to go up 
by about 1 per cent for cen- 


Natural rubber producers 
are disappointed that, 
despite the 25 per cent price 
slide, LNRO has failed to 
intervene in the market and 
buy rubber to add to its 
buffer stocks. 

At tbe end of tbe meeting, 

Choosith Ophaswong. presi- 
dent of tbe Thai Rubber 
Association, said the dele- 
gates had agreed to lobby 
their governments to press 
INRO to amend the scheme 
under which its purchasing 
is triggered. 

Under current rules, 
LNRO’s buffer stocks man- 
ager may only buy rubber 
once the price hits tile “may- 
buy” figure of 183 Malaysian/ 
Singapore cents a kg on a 
five-day average price indica- 
tor, a figure arrived at 
through a complicated arith- 
metical calculation. 

INRO’s membership 
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Gold lending rates of 5 per 
cent to 6 per cent would still 
enable producers to hedge 
against price Calls and “my 
guess Is the price would go 
up by more than 15 per cent, 
thereby improving every- 
one’s ability to raise the 
finance using other, more 
efficient means”. 

One benefit would be that 


includes the governments of 

Indonesia , Thailan d Malay . 

sia. Ivory Coast, Nigeria and 
Sri Lanka on the producers' 
side, and fifth™ Japan, the 
US and the European Union 
on tbe importers' side. 

The dilemma faced by 
INRO is that the market is 
so depressed that even if it 
.intervened, there is a good 
chance it could not do so 
effectively. It currently has 
funds to purchase about 

30,000 tonnes of rubber, 
which may not be enough to 
put a Hoot under prices. 

“One of the problems is 
that only some 60 per cent of 
natural robber is traded on 
the open market, the other 
being bought and ■ sold 
directly,” one specialist said. 

Tim lack of price transpar- 
ency makes it diffi cult to 
establish what, if any, a 
revised INRO intervention 


tral banks to score, he said. 

Growers seek changes 
to rubber organisation 

By Gary Mead 


to raise rates 


gold would reach its equilib- 
rium price, creating a stable 
market and industry. This 
would enable gold groups 
more easily to spread their 
operations internationally. 

Mr Kebbie and Brad Klein, 
senior vice-president of met- 
als at the AIG Trading 
Group, suggested central 
.banks woe likely to change 
tbeir approach to gold. They 
would become stabilising 
forces in the market rather 
than “going on the rampage" 
by selling some of their gold 
reserves in an unco-ordi- 
nated way, said Mr Klein. 

He suggested US hedge 
funds exacerbated the. fall in 
gold's price last year by 
anticipating sal e s by Euro- 
pean central banks and sail- 
ing ahead of those sales, 
which on their own could 
not have triggered such a 
substantial drop in the price. 

Similar big sales by the 
fimds were unlikely for some 
time because the low price 


and uncertainties about tbe 
behaviour of central banks 
made tbe risks too great for 
the potential reward. 

Greg Newton, president. 
Managed Account Reports, 
agreed the present market 
environment, with its rela- 
tive lack of volatility, was 
not attractive to the binds. 

He insisted hedge and 
other US funds were given 
too credit for their 

ability to move prices. 

Jessica Cross, .director, 
Crosswords Research and 
Consulting, said there was 
no evidence of collusion or 
conscious co-operation by 
the funds to corner any par- 
ticular market but, given 
that they usually used tech- 
nical analysis, “there could 
be many instances where 
they do Indeed move In tan- 
dem in or out of a particular 
commodity and their collec- 
tive activities would amplify 
any impact that an individ- 
ual presence would have.” 


Fire hits 
Abidjan 
cocoa 
factory 

Ivory Coast's .second largest 
cocoa factory, UNICAO, was 
expected to restart produc- 
tion yesterday after a fin-on 
Monday destroyed 800 
tonnes of cocoa products, 

agencies report. 

The cause of tbe fire at the 

86.000 tonnes-capacity Abid- 
jan factory remained 
unclear. Factory production 
was halted to avoid odour 
tainting of beans that 
escaped tbe fire, said Yves 
{■anihlig, president of StFCA, 
UNICAO 's majority owner. - 

SIFCA is a main buyer and 
exporter, of cocoa In Ivory 
Coast the world’s largest 
producer. 

Mr Lamblin estimated 
Ivory Coast 2997-98 (October 
to September) cocoa prod- 
ucts output at about 220,000 
tonnes, compared with 

205.000 tonnes estimated by 
London trader E.D.& F. Man 
In May. 

Trade sources said cocoa 
purchases by Ivory Coast 
factories had totalled about 

130.000 tonnes In early Jane. 

This year's middle crop 

has been plagued by small 
bean sizes, and harvests are 
expected to fall from July 
until the next main crop 
(October-April). leaving 
some exporters short of 
export grade stock. 

• Israel has launched a dia- 
mond trading floor in an 
effort to become a world 
centre for trading rough dia- 
monds. 

The country is already 
known as a polishing centre 
and accounts for about half 
the world's polished 
diamonds. 

Israel imported $3.8bn in 
rough diamonds last year, 
but only $Llbn of that was 
directly from the De Beers 
Central Selling Organisation, 
which controls about 75 per 
cent of the world's uncut 
diamond market 

The country was allocated 
only about a quarter of the 
CSO's $4.6bn in sales of 
rough diamonds in 1997. 
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price should be. The last 
time INRO intervened and 
bought rubber for a buffer 
stock, in 1989 to 1993, prices 
remained low throughout 
those years. 

“The Thais have not been 
happy with INRO for some 
time. If they leave, it’s likely 
it will no longer be viable, as 
Thailand accounts for about 
a sixth of INRO’s total bud- 
get the burden of which wfil 
then have to fall on the 


shoulders of the other, 
equally hard-up producers," 
one Industry specialist said. 

T hailan d remains the 
world's biggest natural rub- 
ber producer, with 2m to 
gam tonnes forecast for 1998. 
80 per cent of it being 
exported, but Malaysia’s pro- 
duction baa shrank from 
1.4m tonnes in 1988 to 

580.000 tonnes last year, 
when the country imported 

421.000 tonnes. 
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BASE METALS 

LONDON METAL EXCHANGE 

(Pises from AnWpmafed Meta Taring 


son u»iia Efts icmn*5 ifiirasmc use 


■ HO GRADE coma (CQMQC) 


Aug 

S*P 

OH 

Rot 

Toni 


Bets nays 

prieo HtHQH Mgb tor 

74.90 -aw nso 7490 


75.85 -0.65 


Precious Metals continued 

■ GOLD com 1100 Troy o l: S/troj ozj 


GRAINS AND OIL SEEDS 

■ MEAT LfFE (100 tunas E par bow) 


SOFTS 

■ COCOA UHE (10 


fitant) 


MEAT AND LIVESTOCK 

■ UK! CATTLE HE (40X006* cantefl* 



Cut) 

3 non 

dose 

1314-15 

1344-45 

Prewous 

1314-15 

1344-45 

KtfWon 


134971341 

AM OfSrinl 

1315-85 

1345-85 

ton dose 


1347-48 

Open ott 

38.461 


TOM toy tonowr 

48793 


■ AUMMM AUXY i$ per Kmet 


Close 

1225-30 

1223-20 

Pruvos 

1217-22 

1217-20 

riarilm 


1225/1215 

AM Offlcol 

1210-15 

1215-7 

toti close 


1222-24 

Open «il 

8149 


lab) daw Unmet 

3.403 


■ LEAD IS pet bum 



Close 

522 5-235 

539-40 

Fwmous 

5223 

530-39 

Hjgtita* 


542/536 

OU Oftad 

5C2-3 

537-0 

Ldb rhrfjt 


541-2 

Oprti ill 

37.391 


local oaSy tenm 

5.005 


■ Moa (S W toonei 



Claw 

4428-30 

•W90-95 

TlCTOUS 

4395-400 

♦465-70 

Higtiiaa 


*510/4465 

AM OKcflf 

.IMS- 55 

4*90-95 

Knt ctw 


4510-15 

ft»n id 

tuns 


luted iusy tunmw 

17.002 


■ TDI (S nor tamei 



Qair 

5700-710 

5640-50 

rinrtpu-. 

5705 15 

5640-50 

mgfivw 


5690,6625 

AM Mind 

5740-45 

5630-85 

*n?i c*xw 


5670-80 

Open m 

17X10 


Inca tutana 

3.466 


» ZBK, rkU Mgb greita t$ per nmwi 

to 

10(25-735 

1033 385 

Preroto 

1013-13 

1038-39 

Kim low 


1043/1038 

AM on*** 

1017-0 

1041-2 

ton cte* 


1039-40 

Open mt 

85.933 


Idri taiv cmwrt 

28724 


■ corral, onto A is per nmwi 


Ctasr 

ibMi-tas 

1676-77 

nans 

US6-57 

7680-69 



1885/1673 

AM OfSud 

1C65-5 5 

1677-0 

ton dwe 


I67V-79 

CVefl ail 

172.262 


Total tarnwer 

19.00} 


■ LME AM OHdal E/S rate; 1X667 


LME Ctariag C/S rate 1X650 




Sett 

DajTs 



Opro 


Salt 

Dafa 




Opan 


Gen 

Day 


ton 


sen Oaf* 


to« 


print ebanga Mgb 

tow 

Vnf tat 


pries ctaatgn ffigh 

Low 

M 

M 


prim cftaogn Hgfl 

Low VM W 


ftfcadtanp Mgb Law 

M 

tat 

Job 

294X 

-ax 

294X 

294X 

51 107 

JM 

77X0 

44125 

77.75 

77X0 

18 

534 

JM 

1021 

-IB 

1033 

1020 1X97 15,481 

Jn 

63X75-0.175 81400 62X50 

971 

4.17S 

43,273 

Abb 

296.4 

-4L7 

297J 

295.4 20X22 77X19 

S*P 

73X0 

- 

- 

_ 

- 

155 

S«* 

1050 

-17 

1061 

1048 S275 24X25 

taa 

66.475 +0X00 85X50 64225 4X45 

Oct 

298.7 

-0.7 

298.7 

2901 

113 7X87 

tew 

75X0 


75X0 

74X5 

30 

3XSZ 

Dk 

1079 

-17 

1090 

1079 2X00 37X83 

Oct 

65X50 +0X25 65.100 64225 1X84 

24,709 

Dk 

300.7 

-07 

301.4 

299.7 

■ 82922X78 

Jap 

77.00 


77,10 

7BMS 

87 

1X54 

tor 

1103 

-16 

1113 

1103 835 36,451 

DK 

68X25+0X25 98300 B5XEO 

675 

8X30 

M 

302.4 

-07 

302.7 

302.7 

220 12.899 

Mar 

79X0 

- 

78X5 

78X5 

5 

400 

war 

1118 

-16 

1128 

1120 S3 13X27 

hte 

67X25+0X2 67X00 67.450 

99 

3X56 

Apr 

304X 

-07 

- 

- 

105 8.148 

Total 





148 

6X22 

JM 

1133 

-16 

1143 

1138 33 6,408 

Apr 

06X50+0X25 69.150 68X00 

108 

1X20 


TOM 


PIATM0M NYNEX (50 Troy oi; S/troj az) 


Z1-38516SSM ■ WHEAT C8T £000*1 ntc cenSSOtl taste* 


JM 

354 7 

-12 

357.0 

352X 

1X37 

7X63 

Od 

357.0 

-14 

358.5 

355X 

633 

4X52 

JM 

357.7 

-2X 

3570 

357.0 

3 

127 

AM 

357.7 

-22 

365.0 

365.0 

1 

13 

ToW 





1X73 11X83 

m PALUtonMimEXn00TroriE4SOroruu 


Jn 

307X0 +1800 30100 297.00 

19 

228 

Sop 

302.00 +15.00 302.00 295.00 

11 

2975 

Dk 

295.00- 

+ 15X0 290 00 290X0 

40 

1.434 

Total 





1Z 

4X67 

■ SEVER C0N£X BX00 Tnq ou CEnfcUlY KJ 


JM 

534.0 

+15 

S3G0 

531.0 12,747 43X06 

S«P 

533.1 

♦IX 

540.0 

5355 

7.538 25X53 

Dec 

W32 

+ IX 

5455 

5405 

453 18627 

Jan 

5441 

+ 1X 

- 

- 

- 

26 

tear 

545.2 

+12 

- 

- 

37 

3500 

Hay 

5466 

*12 

557.5 

557.5 

- 

817 

TOW 





20X41 

BARS 


ENERGY 

■ CMC M. NYUEX (1.000 Sorrell. Staid} 


Latest Oayl 
pica donna Mgb 

14 29 *0 64 14 40 
14 82 -*045 
1533 *0.34 
15.75 *030 
IB 05 *03 16.25 
16-28 *020 1640 


AW 
S*V 
Oct 
Ho* 

Dae 
Jan 
TtaOri 

■ CRUDE OH IPE (Sflunrtt 


1455 
1550 
15 S3 


Lon 1W « 

1156 83.172 1<5k 
M 3714989 53.778 
15.13 3.323 34.300 
1534 2.310 17.910 
1538 4 885 44.142 
1623 432 26 723 

170,808*6363 


Lotto Days Opaa 

prtca di aaga Mgb Low VM tat 

1363 *044 1385 1155 22*10 88.733 
1413 +0 39 14.22 1402 5.33 31,537 
1446 +039 14 53 14 35 2.265 2004! 


Ann 

Sap 

Del 

No* 

Dw 

Jan 

ToW 


14.70 *0 34 14.73 14 66 
15.00 *039 1505 14 88 
1524 *0 37 153 1515 


087 13.303 
1.109 34.746 
301 19367 

Ml ola 


■ HEATBtC HLMTUEX |42JM IS pafc. cUS C«SU 

toast Bar* 


Ok 

Total 


Low Vd M 

.51.80 *1.42 4030 38X6 15X39 77 714 
4QX5 *1.24 41 20 3920 13.369 40.386 
4200 *1.09 4225 4065 6.96 59.574 
4340 +091 43.70 4245 1657 16.10? 
*480 +0 70 45.05 44 40 1.214 13.636 
4615 +074 4635 45.70 2.693 26365 
48^5306038 


■ GAS on. IPE 6/tomwi 


Opea 
to w 

XI 441 
7510 -0.00 7615 75.00 2.491 33.763 

75 45 *0 00 7610 75 70 73 2.480 

75.45 -0 65 76 60 75 30 1 265 12017 

75 70 -a 70 7595 75J0 10 1.831 

76.75 7660 22 1.480 

MB 64203 


PRECIOUS METALS 

■ LONDON BOUKBI MAMET 

(Plus sawd py s M Hriteatt) 


Gobi*' ray on 
Pas 
Ctwma 
Kyug Dr 
Aflrmcon 0* 
Itav'r; Hfli 
oar's low 
P iMrottsse 

loco Ldn than 

1 man® 

2 mcnBH ...... 

3 monltra ..— 


S pice 

f apn 

SFr eqw 


Lanst Days 


2M 30-Si ft) 




print cringe Mgb 

S5 502KB 



JM 

2375 *0013 

24C0 

295 i* 

17SBA9 

442X31 

Aug 

2410*0017 

2-M0 

294.45 

176X47 

442205 

Sep 

2415 +0.011 

2440 

33580-396 Ifl 



Ota 

2445 +0X17 

2.465 

39330-394 10 



Bor 

2615 +4020 

2640 

2J5HM9S10 



Dk 

2790 +0 023 

2X05 

i GMd Undtag Bates (Vs (IS9 

Total 




4.41 6 months 4.13 

.. 433 12 months 182 

-4.26 


Star fit pTWf or. OS cb eqw. 

Sw 33185 536.00 

SSvgf Landtag Ram 

1 monm 275 fi moans 250 

? non Bo 250 12 mantes _20D 

3rocnB» 250 

GaHMns S price £ ante 

Kiupemnd 293-297 176-178 

New Swenson 68-72 41-13 


San Oar*. Opn 

print change Mgb Low VM tel 

J») J2175 *1C0 12325 12075 9231 47X56 

Ado 12530 +125 1Z6.75 124 50 5JZ4 EJ7D 

Sap 1ZL3 +1 00 13925 12275 1.022 13X41 

Oct 13275 +030 134 00 13275 677 15.RT7 

No* 13575 - 137 00 135.75 £9 9.323 

Dec 1.58 75 *025 1*000 133 75 1 751 3S..1S5 

Total 1*700172569 


■ HATHHAL 6AS IPE 11.C0Q mate gg toml 

Jri 930+0040 9230 9250 55 1.395 

Aos 9200 *0.060 9200 9200 25 845 

Total 330 IMIS 

■ WnfflAL GAS KYUCt pq,0M TOSH; SttmKl) 

Dm 

In H It 

2324 43X46 35X96 

2256 2a™ 37221 

2370 9,625 23.036 

2.395 7,830 25.690 

2570 3913 17X99 

2745 4. 328 22 .737 

OOJSSZ7U39 

■ ORLCAOED GAS0UE 

NVM£X (41000 OS BBSs; c/US gafej 


M 


Sap 

Oct 


Dec 

Total 


Latest Daft 
price change Mgb 
4720 +0X0 4830 
48.60 +005 48X5 
4895 +0E8 «2£ 
4815 +033 4840 
48 40 +0 43 48 70 
4850 +023 4880 


Ppm 

to* to tat 

4750 14X05 28381 
47.75 8220 30JM8 
4852 5J5S 21X95 
4 7 95 970 7.621 

48 40 273 3£l6 

4850 803 5X08 

29XS710BXSS 


Sap 

Dec 

Mar 


Total 


291-25 +4.75 29139 385.75 1 0232 31X07 
30250 *850 30550 29850 8200 31.899 
31825 +800 31950 31825 8362 35.420 
328.00 +800 331X0 323.50 1282 11X82 
33250 +550 33800 334X0 91 1566 

34300 +750 344X0 33800 04 1786 

22311 118068 


■ MAPE car 15X00 bo mfc catesranmuftal 

Jol 25850 +875 26050 249X5 22X36 73X07 

Sap 262X0 +650 266X0 254.50 11.744 74X73 

DM 26775 +725 27250 256X0 34X05142X50 

tear 27850 +850 27800 27250 2X97 17X32 

May 281.00 +725 2B325 276X0 352 3X01 

JM 286X0 +850 288X0 28250 655 7,158 

Total 72X14321X58 

M BARLEY UFFE (IDO tames; E pa WTO) 


SK 

71X5 

_ _ 

_ 

_ 

24 

to* 

7325 

- 7325 

7325 

12 

995 

Jn 

7625 

- 75X0 

7525 

16 

203 

Mar 

7725 

- . - 

- 

- 

46 

top 

7175 

- 70X0 

78X0 

15 

21 

TOW 




12 

12W 


M S0TA8EARS CUT ROJOta mto; ewMMl BtotC 

M 864 00+1875 86800 64&00 13X04 35X80 

lit 65800 +1750 861.00 638 DO 6598 28506 

Sep 647 50 +1850 65150 62850 1.423 10X94 

SB* 540.75 +1AQ0 54500 63025 32.106 63.196 

Jan 84850+1*00 651X0 63850 363 6X» 

Mm 65450*1850 669X0 644X0 3D1 3X55 

ToW 64X8I1S1X72 

M SOYABEAN M. C8T ifiOXOQbr CffteBfi 


JM 

25.78 

+025 

2500 

25.40 

9381 30.889 

*n 

2SX3 

+439 

2613 

2550 

9X31 28X38 


2609 

*437 

2630 

25.70 

2X22 20294 

OM 

26X8 

•033 

P6?» 

25.70 

225 10588 

Dec 

2511 

+437 

2520 

2565 

4X77 35188 

Jn 


+0.4* 

?i) 

2590 

211 

3X03 

law 





28X04 13151* 

■ SOYABEAN KEAL CBT (100 tan*; Sbon) 


JM 

1753 

+64 

1 773 

16SL3 11,736 S6S34 

Aug 

1752 

♦57 

ms 

1693 

4X19 26205 

Sn 

1754 

+«x 

177.8 

172X 

2212 17,102 

Oct 

174X 

*65 

I78X 

172X 

1.172 

11560 

0k 

177X 

♦7.1 

1850 

1699 

7X68 37.701 

Jao 

1775 

+82 

ISIS 

1750 

289 

52SJ 

Trial 





28770 131154 

■ POTATOES IRE (20 tonnes; e per tarwl 


Nh 

800 

_ 

_ 

_ 

_ 

3 

Mar 

mu 

- 

- 

_ 

- 

_ 

to 

1499 

+69 

1493 

1450 

51 

1X36 

toy 

1599 

+69 

- 

- 

- 

29 

Jn 

1899 

+69 

- 

- 

- 

- 

TeW 





ST 

1JS36 

■ FRSBHT IBBTEXJ LffFE SICMndK port) 


JHD 

850 

-10 

880 

680 

1 

51 

JM 

835 

~S 

840 

B3S 

12 

496 

Od 

940 

-5 

9*5 

940 

5 

392 

Jan 

985 

♦5 

- 


- 

137 

Apr 

1020 

- 

- 

- 

- 

346 

TeW 

OKS 

P1W 



H 

12U 

en 

886 

901 






PUL P AND PAPER 

■ POPE* OMUC HISS; 74 at dry I 


Sett Oafa Open 

price change Hgh Low to tat 
an 505.00 - 505X0 S05XO 10 681 

Dae S21.50 -350 - 132 

Total 10 944 

ransus DATA 

<9 Adns dto scpw fir QMS 


Tea bom the Tea Brokers' Association 
Mombasa TTrere was a Iter demand 
Brighter BF19 went aragutoy aesiar by 
5-20 cents and MotSums were down by 
5-10 cams. Loner Mediums daefned by 
5-15 certs wMa Plainer sons wen easier 
by 10-20 cants and often neglected. 
Brighter Wls wav areguarly easier by 
16-45 cents write Cotoury mediums 
declined by 9-15 coil*. Lighter macSurs 
and Lower mscSunw eased by 6 carta. 
Meaer Plainer sore were S cents dearer 
but poorer teal sorts were up to 10 carte 
easier. Brighter Iquoring PITs were Irregu- 
lar with quota? w flwwnUy easier. 


Total 

■ COCOA CSCE (10 tones; S/tarod 

M 
Sap 
Dae 

tor 

to* 

Jri 

Total 

■ COCOA (ECO) (SDR's/tonnei 


11XM144772 Total 


7X76 66X81 


■ LEM H0G6 OC fMXOatt; cenbfla} 


1537 

-a 

1SS2 

1925 

84 264 

JM 

61.100-0X75 61X75 60X50 2X00 

9,128 

1584 

-a 

1602 

1580 6X84 21361 

«ug 

58.100-0.775 58450 57X00 1X11 

10X34 

1826 

-a 

1643 

1623 3X12 19X45 

Oct 

51X75-4700 52350 51X25 

307 

5,432 

1699 

-8 

1675 

1658 

298 10554 

DK 

51X75-0X50 52350 51X00 

129 

3X64 

1882 

-a 

1B91 

1682 

12 4X72 

Fab 

51990-4800 54.750 53X00 

125 

1X74 

1705 

-8 

1715 

1710 

2 1X83 

Apr 

51300 -0X2 53X00 53X00 

24 

330 




10XH 08061 

Trial 


4196 

30X18 


Jin 22 


Mm 

.120828 


■ COBS UH=E B knot Sfeone) 


Pnw. dor 

130800 


JM 

1830 

+25 

1845 

1810 1226 

9.127 

a* 

1630 

+29 

1649 

1610 3X27 18X91 

tew 

1619 

+26 

1635 

1615 

555 

4X72 

Jn 

1607 

•24 

1611 

1BQS 

118 

933 

Mar 

1594 

+34 

1600 

1569 

63 

488 

toy 

1584 

♦19 

_ 

- 

_ 

149 

Taw 




TAM 32,148 

■ COFFEE IT CSCE (37XOO0S; anMDd 




JM 

I12T5 

-020 11475 111X0 

941 

1X88 

s» 

11130 

-045 115X0 11260 4X10 19X70 

Dec 

115.00 

-450 117.25 114X0 

872 

4795 

Mer 

116.00 

-0X0 11800 IIBJU 

334 

2X80 

■ay 

116X0 

-045 118X0 117.00 

70 

1.407 

JM 

117X0 

-440 119X0 11800 

19 

853 

Trial 



8400 3*7W 

■ C07TS (CO) (US cctte/pooM) 




■ 9820 


Jm 22 

Qmp. sri* 

75 1 by a erape 10857 

■ WH1E SUGAR UH=E (50 tames: Stone) 



2524 

-IX 

25*5 

ZS1X 1X53 14,146 

Od 

2418 

-1.7 

245X 

2428 1X27 17,187 
24 UJ 1.112 3X63 

Ok 

34IX 

-21 

34 43 

Mar 

2441 

-25 

2440 

3418 406 4X50 

way 

247X 

-23 

3440 

246X 177 791 


2502 

-26 

252X 

250.0 330 880 

TeW 




4MB 41X01 

■ StaSM *11' CSCE (T12X0QEri coibriM 

Jri 

7X4 

-405 

7X2 

773 9X55 37.723 

Od 

(UB 

-405 

414 

7.94 8X90 94189 

War 

864 

-405 

8J0 

BX4 2X98 33X79 

Mar 

477 

-40B 

6.77 

470 835 5X88 

Jul 

885 

-407 

893 

478 101 1BG0 

on 

8X1 

-oxs 

8X0 

480 45 Mil 

Trial 




21X8184236 

■ COTTON NYCE (50XQ08«k centaOri 


JM 7872 +1.66 7875 781010.135 8X26 
Oct 77000 +084 77.47 7655 4X91 6XS5 

Deo 76.10 - 7854 788(714,105 48,130 

■ar 75X0 +418 7885 75X2 1.490 11, OC 

toy 75 JO -ftlfl 7545 74X0 349 8387 

Tolri 30X81 18,7m 

■ ORWBE JBBE KCLOfeMta; aaBW 
JU 104X5 +0.60 10825 10450 2X68 12X29 

sap 10895 *asn 10025 10850 2XS 10X05 

RQ* 11235 +865 11840 111.70 82 4X30 

Jn 11535 +085 115X0 115X0 12 2X42 

tor 11835 +OX5 118X5 117X0 47 1X00 

Bay 121X5 +0X5 12125 121X5 14 683 

ToW 4X76 32X39 


HOUSE DATA 

Open ttnrt and Won data aftoro tar conuas 
Med W COVEX, NYMEX, C8T, NYCE, CME. CSCE 
and re erode ON an one day ta amaea Wome & 
open msecs nab are (or jf nded mm 


INDICES 

■ BBtMcP&E]B/B!31-10Q 

Jan 23 

Jn 22 

ttWlli JflD 

pwan 

15926 

1544X 

1634.1 

19920 

■ CS9 fltortt {S3SE 1867 = 100 


Jn 22 

Jn 19 

nrih an 

inraga 

214.44 

213.75 

_ 

>■ 

■ flsa tori 1970 = 10(8 


Jn 22 

Jn is 

aarib ago 

pwW 

155X3 

151.45 

158.73 

18163 

UK WMBODSE STOCKS (tanwfi 


Matokw 


-2X00 K 

647X75 

Mteri 


+380 to 

64X80 

Capper 


-425 to 

251,150 

Lean 


-123 to 

106X50 

am 


-30 B 

SBXffi 

a* 


-5778 B 

404.750 

Tb 


-190 U 

4X00 




r 



M HH8 BELUBt UE (4QJ00la; centaftR 

Jri 57X00+1325 57X00 58150 1X13 2X24 

Aug 55X75 +0.950 58900 52875 1X48 2X92 

Feb 58900-0300 58X00 54.700 13 50 

TOW 2X61 6,167 


LONDON TKADH3 OPTIONS 

Sbtea price S tana -CWs- — Ms — 


Pnw. day 
101.11 
10817 


(99.7%) HE 

/tag 

(to* 

*41 

Mh 

1350 

. 26 

80 

40 

48 

1400 

. 11 

38 

74 

73 

1450 

. 4 

23 

117 

106 

■ copra? 





(Grata A) LME 

Aag 

Mae 

AM) 

MW 

1600 

106 

134 

30 

58 

1700 

51 

83 

75 

105 

1600 

21 

48 

144 

168 

■ COWaUFPE 

Sep 

NH 

S«P 

Mw 

1600 

81 

110 

51 

91 

1650 

58 

93 

79 

124 

1700 

46 

79 

116 

180 

■ COCOA UR? 

Sep 

Dk 

Sep 

Dec 

1050 

33 

78 

33 

47 

(075- 

24 

63 

48 

50 

HDD 

17 

54 

67 

75 

■ BRENT CRUDE PE 

JM 

Aug 

Jul 

toi 

1300 

- 

- 

40 

- 

1V/I 

78 

- 

_ 

62 

1400 

63 

- 

- 

89 


LONDON SPOT MARKETS 

■ CRUDE 01. FOB (per bentQ +4 


CTO 

SI 222-2X0* 

+0-445 

sna atari (amt 

HZ49-Z52 

+1X85 

BTOS Bbri <Ao0 

SI 3X4-187 

+0X31 

W.TJ- 

11 +.34-4.36* 

+0.480 

■ 0B. PROUcrs MEproapt deftwy CV (tomcf 

PiMton Gawk* 

SI 9D-102 

+3 

6m 01 

SI 19-121 

+1 

Unary W W 

SB3-E5 

+1 

HqMia 

5118-120 

+7 

Jri tad 

S120-132 

+1 

□tart 

S1Z3-125 

-OX 

■ NMBRAL SAS paaertfesiri 
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ACROSS 

1 It may be franked - and the 
Payee may have to wait (8) 

5m the copper party (6) 

9 Cuneiform letters firm his 
pen do (8 

10 ES? Not yet - gold turns 

blue, possibly (6i 

12 E s maybe given to house- 
hold god (S) 

13 Scene of disappointed 
hopes, salons to a measure 
( 8 ) 

14 ES somite like one paint. 
mg the lily (6) 

18 Russian statesman from 

Kftiigsberg? (7) 

19 Record list to secure pas- 
sage of bill (7) 

21 ES article following tbe 
Stun run (6) 

23 Trendy expressions from 
the apiary? (45) 

25 ES hit hard? ( 5 ) 

26 m ? ke£ rings round 
itself and its drink (6) 

27 ES at its ’cruse rode many 

winners (8) 

28 ££t/gr is 

29 Placed near together in the 

“IS* pw-haps, like the 
cathedral mob? ( 5 2) 


, ^ . down 

l ES....m twisted tape (6) 

3 ES to row on a river ( 5 ) 


4 Aircraft worker o 
time - a squeeze c 
fatal (7) 

8 Duck clearing much 

7 I leave Italian re 
shadow (5) 

8 Exaggerated circle’ 
on in the Cape (8) 

11 Notice ES ( 4 ) 

15 Surveillance of e 
meat by cat whi 
nearly savaged (9) 

17 They weren’t the 
good and tree whi 
hold with King Bin 

18 Doctor’s in a suit 

plant (4,4) 

20 ES for rail travel (4) 

21 Bird that makes I 
part (7) 

22 Arrival here of the 
of publicity? (si 

24 ES. an unknown qu 
on your head be it 

-5 Boats - they are an 
Solution 9,711 
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FINANCIAL TIMES 


WEDNESDAY JUNE Zt-lgg*’. 


LONDON STOCK EXCHANGE 


Leaders rally but mid and small caps dip again 


FSEAtShaBNac 


MARKET REPORT 


By Steve Thompson, 

UK Stock Haricot Eft* 


The uncertainty affecting 
London's equity market was 
plain to see yesterday, the 
leaders shrugged off another 
bout of jitters linked to the 
problems affecting Asian 
markets, but the second- 
liners and small caps contin- 
ued to attract bouts of hard 
seZUng pressure. 

A senior marketmaker at 
one leading European securi- 
ties house said the front-line 
stocks had responded to 
Wall Street’s Influences but 


the rest of the market con- 
tinued to reflect fears of the 
further appreciation of ster- 
ling and worries about the 
potential for further 
increases In UK Interest 
rates. 

“The leaders have been hit 
very hard recently and there 
was clearly scope for a 
bounce, more so because of 
the Dow’s rally today; but it 
is a bit early to chase the 
market," the dealer said. 

He also pointed out that 
there remained plenty of 
counter-attractions for deal- 
ers starved of genuine 
investment activity; the lat- 
est World Cup soccer games 


remained the focus of atten- 
tion across the City and 
there was the added distrac- 
tion of the Wimbledon tennis 
tournament 

London’s stock market has 
been badly damaged in the 
past couple of weeks by the 
surprise Increase In UK 
interest rates and a sequence 
of worrying economic news 
items. Including hi gher - than - 

forecast retail sales, inflation 
rates and earnings data, all 
of which might provide 
aramimrtinn for the Bank of 
England's monetary policy 
committee to increase rates 
again. 

The FTSE 100 index fin- 


ished the session on a buoy- 
ant note, posting a closing 
gain of 59.6 at 5.772.0. after 
swinging in a 73-point arc 
daring an uncertain session. 

In sharp contrast, the sec- 
ond-liners and small caps 
had to endure another 
extremely painful session. 

Much of the market's gen- 
uine activity was concen- 
trated in this area. At the 
6pm cut-off point, turnover 
in UK shares reached 910m 
shares, with the majority - 
490m shares ** transacted in 
n on-Footsie issues. 

The second-liners were 
badly affected by some dam- 
aging news from the retail 


arena where Sears detailed a 
rather disappointing show- 
ing by its soon-to-be- 
demerged Selfridge depart- 
ment store and Carpetrigfrt 
upset the market with a 
downbeat trading statement 
describing a 5 per cent 
decline in sales during the 
first six weeks of its finan- 
cial year. 

There was more disap- 
pointment for FTSE 250 
watchers from First Leisure, 
whose results and trading 
statement saw its shares 
retreat nearly 10 par cent 

Burdened by th ose weak- 
nesses, the FTSE 250 posted 
its 10th straight decline. 


eventually finishing the day 
51.6 lower at 5,510.4. The 
decline is now more than 450 
paints. Some dealers forecast 
pontinning pain for the 
indmr ff starting Rvtonds its 
recent burst of strength. 

The FTSE StnallCap, 
meanwhile, dropped a fur- 
ther 36.6 to 2,624,3. 

Technical analysts remain 
waxy of the market’s perfor- 
mance. Richard Lake, char- 
tist at Brewin Dolphin Bell 
Lawrie. the stockbroker, said 
Footsie “will test its rising 
200-day moving average, cur- 
rently around the 5£00 level, 
and then continue down to 
the 5J50 area short-term". 
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Orange 
in the 
pink 

COMPWilESRBnmT 
By Joel KBHzn, Peter John 
and Marital Brice 


Mobile telephones group 
Orange remained this year's 
star performer as it sprinted 
to an all-time high following 
confirmation of tariff reduc- 
tions, favourable sales data 
and an upbeat presentation 
on future prospects. 

Orange signalled it was 
slashing off-peak prices by 
up to 66 per cent. The com- 
pany also said growth in its 
net UK subscribers to the 
end of May 1998 had risen by 
20 per cent over the same 
period last year. 

The news came as Orange 
unveiled its future strategy 
for both the UK and Euro- 
pean markets at an eagerly 
awaited meeting with ana- 
lysts. 

Joe Oliver at Merrill 
Lynch, one of the many fans 
of the stock, said: “1 think 
the market has so far under- 
estimated the prospects for 
subscriber growth and appli- 
cations. Orange is wen posi- 
tioned to exploit opportuni- 
ties to go forward." 

Yesterday the shares rose 
54 or nearly 10 per cent to 
break through the 600p bar- 
rier. They closed at a record 
6D5p. 

Orange has risen strongly 
since it started trading in 


March 1996 at 205p. Having 
began this year at 264p. the 
stock has outperformed the 
FTSE All-Share index by 
102.8 per cent since January, 
well ahead of its nearest 
rival. 

A clutch of brokers’ 
recommendations together 
with hopes for the future 
have helped trigger the lat- 
est buying spree. BT Alex 
Brown reiterated its “buy" 
stance on Monday and 
issued new price targets, 
675p for the end of this year 
and 75Qp for the end of 1999. 

An earnings downgrade 
from Merrill Lynch for 
Smith & Nephew coincided 
with a fall of 10 to 145p - 


FT 30 INDEX 


dawn from a 12-month high 
of 194p - in the healthcare 
company's share price. 

The broker has cut its cur- 
rent-year estimate by £6m to 
allow far the recent refusal 
by the US Food and Drug 
Administration to approve 
Dermagraft, the company's 
artificial skin product 

It es tima tes the company 
will announce profits of 
£150.lm for the current year, 
down from £160. 7m last year. 

A profits warning from 
vehicle engineer Laird 
Group knocked the shares 
more than 30 per cent or 82 
to 306%p, compounding a 
three-year underperform- 
ance as traders suggested 
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Laird was now a bid target. 

Potential predators anx- 
ious to expand in the sector 
by acquisition were named 
as Trelleborg, Goodyear, 
Gates Rubber, and Tomkins. 

Suggestions that the stock 
now contained a bid pre- 
mium were supported by evi- 
dence they had escaped a 
derating in spite of the dent 
in investor confidence 
caused by the profits warn- 
ing. 

Analysts were downgrad- 
ing forecasts from about 
£72m for this year to £45m. 
and from £80m to £60m next 
year. 

Powerscreen International 
was off 13 at 90Vip, with trad- 
ers saying HSBC Securities 
had issued a gloomy 
research note. 

Bio Unto was the w orst 
performer in the Footsie as 
the shares fell below a per- 
ceived support level of 700p. 
The registered stock dropped 
26% to 680p on compara- 
tively heavy turnover of 
4.1m shares. Analysts said 
Asia was exerting a strong 
downwards pull in spite of 
the latest stimulus package 
announced in Hong Kong. 

Enterprise, the oil explora- 
tion company, rose 10 to 


CONTRACTS & TENDERS 


Romanian Privatisation Investment Opportunities 

Bank of America NT&SA and Central Europe Trust Co. Ltd. have been jointly mandated by the 
State Ownership Fund in Romania (SOF) to advise on the sale of majority stakes In 10 industrial companies: 
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Leads zinc smelter 60,781 

Locomotives, electrical motors, 
transformer* 51,752 
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For these companies, the Advisers have prepared Information Memoranda, which are available for qualified investors. 
Expressions of interest or questions should be addressed to any of the following: 


Richard Abraham 
Vice President 
Bank of America NT&SA 
51 Grosvenor Street 
London Wl* 9FH, UK 
Tel: +44 171 634 4582 
Fax: +44 171 499 8592 

m 

BankAmerica 


Frederick Reichenbach 
Principal 

Central Europe Trust Co. Ltd. 
197 KnightsbridgB 
London SW7 lflB, UK 
Tel: +44 171 581 2500 
toe +44 171 584 9526 



CENTRAL EUROPE TRUST 


Financial Times Surveys 

Nordic Countries 

FINLAND: Friday July 3 
NORWAY: Tuesday October 27 
DENMARK: Wednesday November 11 
SWEDISH BANKING: Monday December 7 


For further information please contact: 

Felicia Kay in London 

Tci: *44 171 873 4199 Fax: +4-4 171 &73 4S17 email: felida.kayf-FT.com 
or Bradley Johnson in Stockholm 

Tel: *4G 8 791 234S Fa*: --46 8 791 7960 email: bradleyOa;lobj!mc-dui.^e 
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No FT, no comment. 


560p as BT Alex Brown 
upgraded its asset value on 
the stock by 5 per cent to 
649p. 

BAT Industries climbed 26 
to 592p alter a US court over- 
turned a ruling against the 
tobacco industry in a smok- 
ing-related lawsuit 

Trinity slips 

Axel Springer mi ght have 
ducked out of buying Mirror 
Group, but the game is 
believed to be far from over. 
Yesterday some analysts 
were noting the slippage In 
T rinity International, which 
was linked with Mirror 
before the German group 
can)p on the scene. Trinity is 
the biggest regional newspa- 
per group in Britain and con- 
sidered a decent fit. Its 
shares fen 17 to 506Kp while 
Minor was firm at 21 5p. 

Taylor Nelson fell 6 to 
lllp after announcing that 
Cazenove intends to place a 
10.6 per cent stake in the 
market research company. 
The broker will place 40.6m 
shares on behalf of Fimalac 
of France, which owned the 
Sofres Group from 1992 until 
it merged with Taylor Nel- 
son last year. 

After the merger, Fimalac 
took a residual durphnliting 
in the enlarged group. At the 
ttmt> it was announced that 
Fimalac “intends to retain" 
its Sofres shares “at least 
until the preliminary 
annfflmflffTT”it of the results 
of the Enlarged Group for 
the year ending 31 December 
1998". 


Many inform rrHrm 

technology stocks had a bad 
day. Publication over the 
weekend of the MSL index, 
which charts exeentive 
recruitment, showed a 
decline in advertising in 
May. And there were fears of 
further rises in UK Interest 
rates. 

Delphi fell 40 to 602ttp. 
London Bridge Software 
122V* to £1030. MMT Com- 
puting 82% to £11.65 and 
MSB International 65 to 
887y*p. 

Turnover in newly 
demerged property agency 
group Hambros Country- 
wide was a hefty 74m. the 
most heavily traded stock 
among FTSE 250 constitu- 
ents. Traders said that the 
volume reflected a disposal 
by a big shareholder fbD ow- 
ing the recent demerger. The 
shares slipped back 4% to 

126%p. 

First-half figures from 
First Leisure came in below 
expectations sending the 
shares failing 36 to 379Vip. 
Analysts downgraded cur- 
rent-year profit estimates 
from around £47m to about 
£485m. 

A dull trading statement 
from Sean saw the shares 
relinquish 4% to 56%p as the 
company published details of 
planned demerger of its 
Selfridge business. That 
Hariftifl dragged Debenbams 
lower, the shares felling 19 
to 344Kp. 

Carpetrfght tumbled 41i4 
to 27454p as brokers down- 
graded profit expectations 
following the release of dis- 
appointing results. 

Bnt it was not all bad 

news and an upbeat annual 
meeting at N Brown Group, 
the Manchester-based cata- 
logue heme shopping group, 
boosted the shares. They 
dosed 11 Vi ahead at 331p. 

London yCTfa iiivig fell 71 
to 268%p after the trade 
finance company warned 
that current-year profits 
would be “substantially 
below" published analysts' 
estimates. 
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MARKETS 


Wall Street and dollar lift Europe’s mood 


MARKET FOCUS 


WORLD OVERVIEW 


Europe put its best foot 
forward yesterday, pushing 
higher in line with early 
strength on Wall Street and 
reversing a dreary session 
for Asian equities, writes 
Jeffrey Brown. 

US shares and the dollar 
provided the main motiva- 
tion. with the latter continu- 
ing to stamp its mark on the 
foreign exchanges. The dol- 
lar surged back above 
DMl.80 to the dollar and also 


had the yen back on the 
rapes at Y139. 

Markets in Frankfurt. 
Paris and Amsterdam all fin- 
ished well within range of 
their best levels of the day. 
with Frankfurt adding a Full 
1.8 per cent on the Xetra Dax 
index. 

In Paris, traders experi- 
enced their best-ever volume 
with turnover surging to 
FFr29.5bn. supported by 
good two-way futures activ- 
ity ahead of next week's 
expiry for the June contract. 


The contrast to trading 
across Asia was all too evi- 
dent Hong Kong spent the 
day determinedly treading 
water in thin volume after 
analysts only gave an unen- 
thusiastic reception to Mon- 
day's HK$32bn economic 
package. 

Russian equities, too. were 
frozen into inactivity as 
Boris Yeltsin sought to 
improve his chances for win- 
ning international aid by 
warning of dire conse- 
quences should a radical 


reform programme not be 
implemented. Russia’s finan- 
cial crisis had reached 
alarming proportions, the 
president warned. 

In the circumstances, it 
was perhaps no surprise that 
the latest batch of brokers’ 
views showed opinions on 
the outlook for global equi- 
ties to be as polarised as 
ever. 

Goldman Sachs, In its 
June portfolio strategy, 
expects global equities to 
return U.5 per cent over the 


next 12 months against 2 per 
cent far bonds and &2 per 
cent for cash. The house is 
overweight in Europe and 
Latin America. 

Credit Lyonnais Securities 


But Morgan Stanley Dean 
Witter takes an altogether 
more cautious approach. 
Barton Biggs, Morgan’s lead- 
ing strategist feels that the 
pernicious effect of the 


HK unimpressed 
by new measures 


echoes the bull mood. It sees Asian crisis is Just beginning 
Europe as successfully seal- to become evident 


tag a wall of worry in Asia 
and dealing with concern 
about the volatility of the 
dollar. The broker has 
upgraded Spain to over- 
weight, where it joins Italy 
and France as favoured 
markets. 


1 continue to feel that the 
principal risks are not exces- 
sive growth, a resumption of 
Inflatio n and higher interest 


Like a lot of critics, the 
Hong Kong stock market 
was not convinced yesterday 
by the government’s bid to 
stimulate the economy, man- 
aging only a feeble rise. The 
benchmark Hang Seng index 


Hong Kong 

Hang Seng hdoc(00<B 


Court victory 
for Microsoft 
helps Dow rise 


Dax leap clears 5,700 hurdle 


EUROPE 


am crip ac Played a role. "The yen’s not 

in freefall so the fears of a 

US equities made solid gains potential global meltdown 
in early trading with inves- have been abated,” added Mr 
tors showing a strong inch- Meehan, 
nation to buy computer- US Treasuries were higher 
related shares, writes John at midday, with the bench- 
Labtue m New York. mark long bond up & to 

Microsoft gained $3% to 106'.. yielding 5.643 per cent 
$99ft after a US appeals Tobacco stocks rose after a 
court overturned an iryunc- Florida court overturned a 
tion against tbe company, jury verdict against BAT 
Active buying was spread to Industries. BAT shares rose 
other major technology $*« to $19V« and Philip Morris 
stocks, including Dell Com- climbed $fj to $39£. 
puter. up S3 1 * to $91 and British Telecom's ADRs 
Cisco Systems, which rose $5V* or more than 4 per 
climbed SlV. to $86. In the cent to $123 on speculation 
internet sector Amazon.com of a link with AT&T. Shares 
gained more than 6 per cent of AT&T were $:* higher at 
to $86*;. $63%. 

By early afternoon the Small-cap shares made a 
Nasdaq composite, which is strong showing, with the 
weighted in technology Russell 2000 index gaining 
stocks, had gained 26.08 or just more than one per cent 
1.4 per cent to 1.831.90. to 44624. 


Blue-chip and other large 
company shares pushed 
ahead as well, but with 
slightly less vigour than 
computer stocks. 

By midsession the Dow 
Jones Industrial Average 
was up 7922 or 02 per cent 
to 8.790.35. The broader Stan- 
dard & Poor's 500 rose 9.76 to 
1.112.97. 

Although it was a 
relatively quiet day for 
corporate news, many inves- 
tors enjoyed a respite from 
the headlines. “We didn't 
have a major disappoint- 
ment or announcement, so 
we’re seeing some or the 
[Dow] stocks that have been 
pressured starting to con- 
tribute.” said Bill Meehan, 
chief market analyst at 
Cantor Fitzgerald in 
Connecticut 

Among the day's better 
performers. IBM was up S3,', 
to Sill,’* and Walt Disney 
gained $5; lo $109,',. 

International events also 


TORONTO was supported 
by firm crude oil prices 
ahead of this week's Opec 
meeting. The TSE index 
gained 3L11 to 7.168.63 led by 
the 1 per cent rise in the oil 
and gas sector, which 
accounts for 10 per cent of 
the index. 

In the oil group. Ranger 
Oil was up 35 cents to C$10 
while the utilities and indus- 
trial products groups were 
also higher. 

Consumer products stocks 
were higher as investors 
shifted out of Asian securi- 
ties. The consumer products 
sector, which accounts for 
almost 6 per cent of the 
index, rose 0.7 per cent. The 
gold and precious minerals 
sector fell 02 per cent while 
the financials sector lost 0.1 
per cent. 

Banks lost ground as the 
Canadian dollar stayed 
under pressure and worries 
about higher interest rates 
remained in force. 


The upbeat opening on Wall 
Street and an absence of any 
negative news sent 
FRANKFURT 3.8 per cent 
higher. The Xetra Dax index, 
which registered a gain of 
100.23. comfortably cleared 
tbe 5,700 hurdle to close at 
5.74824. 

Pharmaceuticals were in 
demand. A DM820 rise to 
DM210.50 in Schering was 
attributed to an upbeat 
meeting with analysts on 
Monday. In its wake, Henkel FFri.145 after a downgrade 
gained DM720 to DM183.50. to “market performer” by 
Among the motor stocks, Goldman Sachs. 

BMW climbed DM28.60 to ZURICH rebounded 12 per 
DM1,746.50 while Daimler cent, largely in response to 
rose DM125 to DM166.10 on the dollar’s strong tone 
the last day of rights issue against the franc and the 
trading. continuing outlook for low 

Munich Re continued to domestic interest rates. The 
benefit from a Lehman SMI index closed 113.00 
Brothers recommendation, higher at 7,62420. 
rising DM20.50 at DM883. Roche and Novartis 
Viag recovered from a 32 remained in the spotlight 
per cent morning tumble to after their recent under- 
dose DM19 lower on the day performance and derivatives^ 
at DM1.176 after J.P. Morgan related losses. Roche certifi- 
cated tbe stock a buy and set cates rose SFr325 to 
a 12-month price target of SFrl4200; Martin Ebner’s BZ 
DM1.450. Bank has been rumoured to 

PARIS pushed ahead be a buyer this week. Novar- 
strongly in heavy volume, tis climbed SFr91 to 
lifting the CAC 40 index by SFr2,464. with foreigners 
46.40 to 4.065.04 after a ses- said to have become active 
sion best of 4.060.63. buyers when the shares 

Retailers gained from bro- breached resistance at 
ker optimism about the sec- SFr2,420. 
tor and oils rallied strongly Profit-taking was seen in 
ahead of today's meeting of chemicals, with Ciba easing 


B store price and index (ateanS 


StottwB Sacral aria 


Oil fuels Mexico City 


MEXICO CITY rallied thanks 
to strength on Wall Street 
and the rise in oil prices 
ahead of the Opec meeting to 
be held in Vienna. The IPC 
index rose 45.67 or 1 per cent 
to 4.366.03. 

The lift given to oil prices 
provided brief comfort for 
those fearing further cuts in 
the federal budget. 

Tlie government has been 
forced to cut its budget twice 
so far this year due to the 
slump in the oil market. 

Shares were also higher 
thanks lo beltor-than-expec- 
ted trade data released after 


the market closed on Mon- 
day. 

The government’s prelimi- 
nary trade data released late 
Monday revealed a deficit of 
$36lm. 35 per cent lower 
than consensus forecasts, 
which in turn helped the 
peso and shares. 

SAO PAULO rallied more 
than 2 per cent with the Bov- 
espa index up 201 to 9220. 
Telebrus gained RS3.10 or 2.5 
per cent to RS 123.60. 

The rise in oil prices also 
helped CARACAS, with the 
IBC index adding 76.26 or 12 
per cent to 7626. 


Opec energy ministers in 
Vienna where some sort of 
price boosting deal is widely 
anticipated. Stores leader 
Promodes rose FFr144 or 4.6 
per cent to FFr3275 after an 
upgrade to “boy” from 
-accumulate” by Merrill 
Lynch. Pinauit-Printemps, a 
weak market lately, shared 
in the excitement, adding 
FFr150 to FFr4.945. 

Among oils. Total 
improved FFr15 to FFr756 
and Elf Aquitaine gained 
FFr4 to FFr804. 

SGS-Thomsoo made some 
belated attempt to catch up 
with the recent strength of 
US tech shares, advancing 
FFr22 to FFr427. Danone 
added FFr29 to FFrl.633 after 
Goldman Sachs stepped up 
its earnings estimates and 
lifted its 12-month target 
price to FFr14150. 

Pay TV group Canal Plus 
provided the main dull fea- 
ture, slipping FFr26 to 


Bargain buys boost Jo’burg 


SOUTH AFRICA 

Johannesburg finished 
firmer, after initially giving 
a muted response to a cut in 
the repo rate. Shares 
bounced after Wall Street 
opened firmer and bargain 
hunters reappeared. 


By the close the overall 
index was 1.4 per cent higher 
at 6,777.5. Industrials added 
1.6 per cent to 8.151.3 while 
golds edged 0.4 per cent 
higher to 810.6. 

Big blue-chip gamers 
included SAB which added 
Rll to R129. 


Tokyo awaits detail on debt plan 


ASIA PACIFIC 

Persistent fears about the 
stability of the financial sec- 
tor sent TOKYO down 1.7 
per cent on the Nikkei 225 
average, writes Alexandra 
Harney in Tokyo. 

Investors awaited a hope- 
ful sign from tlu? ruling Lib- 
eral Democratic party, which 
earlier this week promised a 
speedy resolution to Japa- 
nese banks' bad loan prob- 
lem by using a “bridge 
hank”. 

But with details of the 
“bridge bank” plan, which 
would create an institution 
to handle banks’ troubled 
loans, still undecided, tbe 
benchmark 225 average tum- 
bled 254.49 to 15.054.6. 

Volumes stayed low. with 
410m shares traded. The 
Topix index of all first-sector 
stocks gave up n.Sy at 
1.175.42. as banking and real 
estate sectors fell on con- 
cerns about banks' financial 
health. In Osaka, the OSE 
index lost 178 to 15,890. 

The Long-Term Credit 
Bank recovered to Y71. up 
14.5 per cent, after concerns 
about a liquidity crisis bad 
sent the stock plunging to 
Y62 the previous day. Else- 
where. hanking stocks were 
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mixed. Daiwa gained 8 per 
cent to Y189, and Daiichi 
Kangyo lost 328 per cent to 
close at Y737. Real estate 
stocks were down -L26 per 
cent. 

Paper and pulp and con- 
struction stocks were weak, 
which, analysts said, 
reflected pessimism about 
rising inventory levels in the 
current economic downturn. 

Nippon Paper closed down 
6.68 per cent at Y545. and 
Daisbowa Paper fell YS7 to 
Y931. Construction giant 
Taisei finished down Y16 at 
Y2S2. 

SEOUL was one of the 
day's heaviest losers in Asia. 


sliding 7.96 or 2.6 per cent to 
303.31 on the Kospi index on 
broad regional currency con- 
cerns. 

Sentiment was also hit by 
supply rumours, with the 
government said to be plan- 
ning to float Korea Telecom 
either next month or August 
as part of its wide-ranging 
privatisation programme. 

Blue chips led the way 
down with foreign investors 
net sellers of Wonl8.9bn 
shares. Samsung Electronics 
fell \Von3.50Q to Won41,100 
and Pohang Iron and Steel 
came off Woni.700 at 
WOU39JX10. 

SINGAPORE lost ground 
in thin volume. Among lead- 
ers, Singapore Press shed 30 
cents to SSLL20 and Singa- 
pore Airlines came off 30 
cents to S56.65. 

Dealers said selling pres- 
sure, led by currency and 
derivatives concerns, was 
relatively light, but the com- 
plete absence of buying sup- 
port had made for a one-way 
market. The Straits Times 
Industrials index ended off 
16.20 or 1.5 per cent at 
UJ82JJ5. 

BOMBAY extended its los- 
ing streak, unconvinced by 
assurances from finance 
minister Yashwant Sinha 


that the market’s misgivings 
on his June l budget were 
misplaced. 

The BSE-30 Index finished 
41.47 or 1.3 per cent lower at 
3.037.34, having regrouped 
from a day’s low of 2J&L86. 
Total volume was a meagre 
33.8m shares. 

Analysts noted that 
Moody's decision last Friday 
to lower India’s sovereign 
ratings to speculative grade 
from investment also contin- 
ued to hurt confidence. 

The Moody's announce- 
ment was the latest in a 
series of setbacks since May 
11, when India conducted the 
underground nuclear tests 
that led to sanctions. 

Shares of software compa- 
nies bucked the trend to post 
gains since the export-based 
firms’ profits would rise in 
rupee terms on the back of a 
stronger dollar. 

KARACHI tumbled 4 per 
cent in response to a new 
trade policy, announced on 
Monday, which dealers said 
had set unrealistic targets. 
The K5E index lost 39M to 
967.66. 

Dealers said the market 
was unimpressed by the 
trade policy for fiscal 199899, 
which aimed almost to elimi- 
nate the trade deficit 


The shares suffered an ini- 
Hal sell-off by institutions 
but Eared better in afternoon 

1 - ; jr trading. 

STOCKHOLM gained 

. vi k f- iJ lAj ground in tandem with other 
~f European bourses, with the 

r — _ genera] index addin g 42.11 to 

» » 3^59.56. 

’ Ericsson jumped SKrl0.50 

nmlinflg - to SKr220 following over- 

night gains on Wall Street 
~ : ~ 1 and a $250m order from Bell- 

South Ecuador to upgrade 
• an analog network to digital. 

Pharmacia & Upjohn 
leal deadlock over a vote far gained SKr2 .to SKr343. The 


Nato enlargement receded. 
The Mibtel index gained 204 
or 0.9 per cent to 22.617. 
Trading was thin in the 
afternoon as Italy played 
Austria in a World Cup soc- 
cer game . 

ENI, the energy group, 
L404 to L11.570 as 


investors were encouraged Polish plant 


SFr2 to SFrl94 and Clariant 
losing SFrlO to SFr987. 

Shares under pressure 
from Asian exposure had a 
better day. ABB was SFr25 
higher at SFr2^20, Sulzer 
gamed SFrl7 to SFrl.206 and 
Alusuisse climbed SFr30 to 
SFrl,953. Among other win- 
ners, cement group Holder- 
bank jumped SFr89 to 
SFrl.965. 

AMSTERDAM saw strong 
gains for internationals and 
a rise of 16^5 to 1,16051 on 
the AEX index. 

Philips surged FI 7.90 or 4.6 
per cent to FI 178 and Uni- 
lever jumped FI 4 to FI 165. 
Royal Dntch shared the oil 
price optimism to close 
Fl 1.60 higher at FI J 10.10. 

Volumes though were rela- 
tively modest Financial ser- 
vices giant Aegon improved 
Fl 3.90 to Fl 156.80 in less 
than 2m shares traded. 

MILAN gained marginal 
ground as concerns for polit- 


by the progress of the public 
sale of the fourth tranche of 
Its stake. Shares were also 
lifted by buying ahead of tbe 
Opec meeting tomorrow. 

Fiat added L127 to L7.88L 
The group announced that 
Paolo Fresco would replace 
Cesare Romlti as the group’s 
head cm Monday's sharehold- 
ers’ meeting. 

Banks were hit with Cte- 
dito Italiano down LU9 to 
L9.488 and BCI declining 
L346 to L22£77. 

Boffetti. tbe office supply 
retailer, ended at L7.400 on 
the first day of trade. 
Slightly hi gh er than its offer 
price of L7 ,350- 


rates. but rather a lack of closed up 0.19 per cent at 
growth, creeping deflation 8^19.67. 
and substantial profit short- Economists have attacked 
falls.'’ he writes. the package for doing little 

to change the fundamentals. 

"At the end of the day it 

'I ^ J1 comes down to a bail-out 

nllril IP package for the property 
JL.M.U..M. market.” said Colin Brad- 

bury. sales director at Jar- 
dine Fleming Securities. 

The shares suffered an ini- Some analysts say senti- 
tial sell-off by institutions ment will be given a boost 
but fared better in afternoon by the plan to halt all land 
trading. sales for nine months, and 

STOCKHOLM gained also by the rate rebate for 
ground in tandem with other property owners. 

European bourses, with the Positive sentiment has 
general index adding 42.11 to been in short supply in Hong 
3,559.56. Kong since the end of last 

Ericsson jumped SKrl0.50 year. Concerns have been 
to SKr220 following over- compounded by the sliding 
night on Wall Street yen and worries aboat a 

and a $250m order from Bell- deceleration in economic 
South Ecuador to upgrade growth on the mainlan d, 
an analog network to digital. As a result, the bench- 
Pharmacia & Upjohn mark Hang Seng Index sank 
gain ed SKi2 to SKr343. The to a three-year low on June 
group said it bought the 15 - at less than half the 
rights from Japan Tobacco August 1997 peak, 
to a develop and market dia- Yesterday, even as inves- 
betes treatment. tors absorbed the details of 

Volvo gained SKr3.5 to the government’s measures, 
SKr233. The group's bus stock prices were bombarded 
manufacturing division said with more bad news. Stan- 
it would increase production dard & Poor's, the US rating 
and invest SKr400m in Its agency, put 13 Hong Kong 
Polish plant entities on negative credit- 

COPBNHAGEN edged watch, 
higher thanks to strength in “Hong Kong’s high and 
banks and other blue chips volatile Interest rates and 
and tbe KFX index rose 0.75 tight liquidity . . . and the 
to 235.8L growing likelihood of a 

Novo Nordisk, the drugs protracted economic down- 
group. lost DKr30 to DKr965 turn continue to dampen the 
on disappointing test results already weak property xnar- 
of its new osteoporosis drug, ket and other major eco- 
Investors ignored an nomic sectors,” S&P said, 
upgrade by a broker. Property prices are on 

Danisoo, the food and average 40 per cent lower 
packaging group, gained than at the peak last sum- 
DKr8 to DKr443 ahead of its mer. and the developers' 
results announcement today, problems are compounded 

by the liquidity squeeze. 

Written and edited by Analysts warn that 
Michael Morgan, Jeffrey smaller developers, which 
Brown, Emiko Terazono, lack blue chip credentials, 
Mike Scott and Paul Gregan could be forced to dump 



group said it bought the 
rights from Japan Tobacco 
to a develop and market dia- 
betes treatment. 

Volvo gained SKr3.5 to 
SKr233. The group's bus 
manufacturing division said 
it would increase production 
and invest SKr400m in Its 


COPENHAGEN edged 
higher thanks to strength in 
hawing and other blue ^h»pa 
and tbe KFX index rose 0.75 
to 235.8L 

Novo Nordisk, the drugs 
group, lost DKr20 to DKr965 
on disappointing test results 
of its new osteoporosis drug. 
Investors ignored an 
upgrade by a broker. 

Danisco, tbe food and 
packaging group, gained 
DKr8 to DKr443 ahead of its 
results announcement today. 

Written and edited by 
Michael Morgan, Jeffrey 
Brown, Emiko Terazono, 
Mike Scott and Paul Gregan 


property developments at 
low prices just to realise 
cash - thus leading the 
whole market lower again. 

There is also the problem 
of an overhang of supply, 
which is not mitigated by 
the move to halt , land sales. 
Work cannot simply stop on 
existing projects in Hong 
Kong because of the scale of 
developments, which are 
mainly high-rise blocks 
rather than individual 
houses. 

With property accounting 
for more than half share- 
holders’ funds, and a high 
proportion of the remainder 
taken up with banks - 
which are themselves hurt- 
ing from high interest rates 
and. in certain cases, grow- 
ing provisions for bad debts 
- investors will take some 
convincing to return. 

Retail investors, who have 
traditionally accounted for 
half the market turnover, 
have retreated, and interna- 
tional investors insist that 
even at current levels there 
is little value to be found. 

Merrill Lynch says there is 
“unquestionably” good value 
in the index, and is looking 
at a 20 per cent return over 
the next 12 months. 

But it cautions: “The 
threat of systemic risk could 
well push the Hang Seng 
index below its fundamental 
fair value levels in the 
months ahead.” 

Louise Lucas 
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WORLD ENGINEERING 


New technologies and service 
disciplines are being introduced into 
the industry, says Peter Marsh 

Moving into a 
higher gear 


« c 


Keeping much of modem life 
ticking over, the world's 
engineering industry is step- 
ping up a gear in an effort to 
Improve its products 
through new technologies, 
add sendee disciplines to its 
manufacturing skills and 
cope with the challenges of 
globalisation. 

Of all the world's indus- 
tries, engineering is more 
than usually complex, feed- 
ing into an enormous num- 
ber of customer groups and 
broken down into a large 
range of niche areas each 
with their own specialised 
products often made by 
small, privately-owned com- 
panies. 

According to Ifo. a German 
research institute, the 
mechanical engineering 
industry can be divided into 
20.000 product types, ranging 
from pumps to tank parts. 

Depending on the different 
definitions for the industry, 
engineering-related products 
account for up to about half 
of most developed nations' 
manufacturing industries, 
covering sectors as varied as 
domestic appliances, auto- 
motive parts, construction 
machines and factory equip- 
ment. That would put 
annual world output of engi- 
neering products at up to 
(UQOObn. 

The figure excludes the 
part played by engineering 
disciplines in fuelling the 
growth of other, non-manu- 
facturing activities, includ- 
ing rail transport, oil and 
gas and telecoms. 

Expansion in engineering 
output since the early 1990s 
recession has been steady in 
most developed natloos, 
although It may be affected 


big customer for many west- 
ern countries' engineering 
sectors in the past decade. 

In recent months, worries 
about the potential of the 
Asian turmoil to affect 
growth In Europe and north 
America, and with it the 
earnings potential of much 
Of the en gineering industry, 
has hit stockmarket valua- 
tions of a number of big pub- 
licly quoted companies. 

A key characteristic of 
en gineering is the size of the 

companies in it According 
to the Ifo study. Europe has 
about 20,000 mechanical 
engineering companies, of 
which only 800 have a work- 
force of above 500, with 
15,000 having fewer than 100 
employees. 

The Ifo authors found that 
half of the companies 
wanted smaller manufactur- 
ing units, making more spe- 
cialised products. This is 
against the trend towards 
the creation of bigger compa- 
nies in many other big 
industries such as accoun- 
tancy, telecoms, banking 
and pharmaceuticals. 

The tendency to specialisa- 
tion is explained by the 
increasing desire of the cus- 
tomers for engineering prod- 
ucts (either in other parts of 
manufacturing or In ser- 
vices) for highly differenti- 
ated solutions to specific 
problems. 

Take machine tools - a 

broad family of en gineering 
products which Is subdivided 
into 600 machine types, from 
"can-making" machines to 
specialist systems to turn 
out automotive gears. Most 
of these require their awn 
manufacturing and develop- 
ment technologies and use 


by. the downtum»irjrJ»sia,-ar=-dtfferant waya'to get the- 


products to customers, with 
sales handled not by general- 
ist salespeople but by spe- 
cialist engineers. 

Such factors limit the 
economies of scale that can 
be gained through combin- 
ing development, production 
and sales functions in most 
of the world’s engineering 
companies - which is why 
the forces driving headline- 
grabbing mergers and acqui- 
sitions in this industry are 
kurgely absent. Moves to 
companies linking up in 
engineering are generally 
confined to big companies 
buying smaller ones in com- 
parable fields to gain market 
share in a specific region. 

For all the disparate 
nature of the industry, four 
important trends, of particu- 
lar importance to the bigger 
companies in the sector, will 
influence growth over the 
next decade: 

• Merging of technologies. 
In many parts of the indus- 
try. electronic controls and 
software skills are at least as 
important as pure mechani- 
cal engineering disciplines. 
Grenzebach of Germany, the 
world’s biggest maker of 
glass-handling systems for 
big integrated glass -facto- 
ries, reckons about a third of 
the value of its products Is 
in the software-controlled 
electronic mechanisms 
ensuring its systems work 
effectively. 

C ummins En gine, the US 
company which is the 
world’s biggest maker of 
large diesel engines, has 300 
software engineers working 
on its engine development 
programmes - from virtu- 
ally none 15 years ago - 
because of the part they can 
play in Tftwnring^tlw pnxL 



ucts use less fuel and emit 
less pollution. 

Given the degree to which 
many so-called "mechanical" 
en g ineerin g companies use 
electronics and information 
technologies, Stephen Har- 
rtig , chairman of Eaton, the 

US vehicle components and 
controls company, says 
dividing up industries into 
“high-tech” and "mature" 
sectors no longer makes 
sense. Francesco Caio, chief 
executive of Merioni, Italy’s 
biggest domestic appliance 
maker, says: "It's true there 
are mature companies in 
engineering but if s rubbish 
to talk about it being a 
mature industry when there 
is so much opportunity for 

inno vation" 

• Service thhiirtng . In fields 
from lifts to generating 
equipment, manufacturers 
are getting an increasing 
«hce tfthe h T wp ues not -do 


much from making cata- 
logue products according to 
set specifications but by cus- 
tomising what they do to 
meet particular needs — and 
also by adding value by sell- 
ing extra services such as 
maintenance or some other 
"after sales? activity. 

Sir Christopher Lewinton, 
chairman of TL, the UK engi- 
neering company with inter- 
ests in mechanical seals and. 
fluid handling systems for 
cars and refrigerators, says 
Tl is a "service company 
which happens to'be in engi- 
neering”. 

A large part of the sales of 
Dfirr, the German company 
which is the world leader in 
automated painting systems 
fear car plants, c qines from 
service-related activities 
such as helping to 'supervise 
the system after it is 
flistalled.— ghile ^Stephen 
IKfWarffT clriif executive of 


Cooksan. the UK engineer- 
ing and materials company 
specialising in systems, for 
improvi ng the eftMewrina Of 
electronics and steel produc- 
tion, says: "The environment 
in engineering has -moved to 
helping customers improve 
-their business through 

enabling technologies. You 
won't get very far in engi- 
neering just ceTtinp standard 
products.” 

• Global -product develop- 
ment. Whirlpool, -the US’s 
biggest white goods maker, 
has re-organised its world- 
wide product development 
team of 2,000 engineers ~to 
pool ideas in different parts 
.of the business, in the pro- 
cess cutting development 
times and' costs of specific, 
new dishwashers or cookers. 
Much t^e same process is . 
under way at .ITT Industries, 
the US group wtridttjg 
world's biggesf ] 


Using, tiie latest telecoms 
and .computer techniques, its 
600; development engineers 
ip 20 'locations are. .being 
encouraged to .work Jbintly 
on, for instance, new^pump 
variants for water treatment 
processes, so shaving devel- 
opment coats by 25 per emit 

hi erample of Hits 

trend. Unova. file US's big- 
gest machine tool company, 
has set-up a global “techni- 
cal development committee” 
of up to 40 people, based 
mainly in the. US. Britain 
and- Germany, who discuss 
projects every two weeks in 
a video conference. The pool- 
ing of ideas for new Machin- 
ing systems ’ that this repre- 
sents is helping significantly 
to cut development times, 
according to Clayton Wil- 
liams, head of Unova’s auto- 
mation division- - . . 


Morngv Andn* Bum 


anese electronics and engi- 
neering company, and Cater- 
pillar. the US company that 
is the world's biggest maker 
of ear th m oving machinery, 
are amoDg a number of large 
businesses that swap ideas 
and people around their 
plants worldwide to take 
advantages of new concepts 
to boost productivity in 
areas such as just-in-time 
manufac turing or inventory 
control. 

In a number of industries, 
from washing machines to 
printing presses, manufac- 
turers are borrowing ideas 
from the car industry to base 
a diversity of products for 
different markets on the 
gym* common “platform" - 
a basic engineering struc- 
ture --and then customising 
the design fairly late in the 
manufacturing process to 
a. specific group of pur- 
chasers. ~ 


Rolls-Royce 


The name on the world's leading power systems 



*> .1 < ; 

■' 1 < . 


/u , dpi A v ; A'- i -K. *v. 




: •v -’v - ' A * -• M 

■; - > f VS 

-A. •• ■£* V*/ : - ; : Xk - : - V ' * 6 -* 

| . “S y. • A : - • 



Rolls-Royce pic i s a highly successful global engineering 


company, manufacturing world leading aero engines, for 


civil and military aircraft. Our engines have stron*> 


positions in electrical power generation, marine 


propulsion, and in the oil and gas industries both 


on land and at sea. 


With sales in 199/ valued in excess of £4 billion and 


announced orders worth £10 billion, Rolls-Rovce is at 
the forefront of world engineering Ln aerospace, defence 


and energy markets. 


Advanced power systems 

FOR TOMORROW'S WORLD 
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2 WORLD ENGINEERING 



COMPETITIVENESS * by Peter Marsh 

The US raises 
the game 


proportions of tire raanofoctafcig workforce*^ 

Percent 


121 

■ m 


Gmnaig 


Applying new 
technologies and 
skills has enabled 
US companies to 
raise productivity 

Which countries are winning 
the competitiveness battles 
in engineering in the 1990s? 
Given the sector’s big role in 
most developed countries' 
economies, the question is 
important in helping to 
determine living standards 
in a large part of the world. 

According to many 
researchers, the US has been 
out-distancing other coun- 
tries in applying new tech- 
nologies and skills to engi- 
neering. helping raise 
overall productivity and the 
country's share of world 
trade. The US's gains In 
recent years have come on 
the back of a strong domes- 
tic ecunomy. a weak dollar 
and a flexible labour force, 
while Japan and Germany - 
engineering powerhouses for 
the much of the post war 
period - have slipped back. 

According to the World 


Trade Organisation, the “big 
six" economies - the US. 
Japan, Germany. France, 
Italy and Britain - collec- 
tively saw their share of 
world exports of machinery 
and transport drop from 67 
per cent in 1990 to 58.6 per 
cent in 1996. 

This continues the trend 
in which developing regions 
- in particular east Asia - 
have been catching up on 
the richer countries. But 
between 1990 and 1996 the 
US bucked the trend by 
being the only member of 
the big six to increase its 
share of world exports of 
these products, which 
include most areas of engi- 
neering. The US share rose 
from 15.1 per cent to 15.4 per 
cent, while Japan's share 
declined from 16.7 per cent 
to 14.4 per cent and Ger- 
many's fTOm 17.3 per cent to 
12.6 per cent 

The UK’s export share 
went down from 6.2 per cent 
to 6.6 per cent; Italy's fell 
from 5.2 per cent to 4.8 per 
cent and France's from 6.5 
per cent to 5.8 per cent. 

Some explanations for 


PROFILE 


Suker 


A dose of 
the right 
medicine 


Having been at the helm at 
Sulzer, Switzerland’s 
biggest engineering 
company, for more than 10 
years, fritz Fahrnl is one 
of the great survivors of 
European manufacturing. 
Not surprisingly. Mr 
Fahrni has had his ups and 
downs in that time but he 
is now confident that 
Snlzer Is on a solid growth 
path. 

Asked about his efforts 
to re-organise the 
Winterthur-based 
company, which For much 
of the 1980s and 1990s bas 
been regarded as lacking 
focus and direction, Mr 
Fahrni Is refreshingly 
honest "We still have not 
done enough. What is good 
Tor today is not good 
enough for tomorrow." 

Nonetheless Mr Fahrni. 
and Sulzer investors, were 
cheered b> the company's 
tripling in net profits Iasi 
year to SPrKttra. after 
SFr82m the year before 
and SFr92m In 1995. on 
sales of SFrfibn, 

The positive trend has 
been viewed as a sign that 
some of the company's 
underlying problems are 
being tackled. 

Mr Fahrni soys the 
company is far more global 
in its outlook than a few 
years ago - only about a 
third of Its 24.500 
employees are in 
Switzerland, down from 60 
per cent a decade ago. and 
from Just half in 1994. 
Overall employee numbers 
are down by 3.000 
compared with four years 
ago- an indication of the 
company's determination 
to cut costs. 

Nearly half or its sales 
ore in the European Union, 
16 per cent In north 
America and 1-1 per cent In 
Switzerland, For the next 
few years Mr Fahrni says 
Sulzer is poised to take 
advantage of growth 
opportunities on a 
worldwide basic. “Wo are 
aiming for a [sales 1 growth 
rate of about 10 per cent a 
year, twice ibe figure we 
have achieved In the recent 
past," he says. 

Mr Fahrai's priority has 
been to regroup the 
company’s sprawling 
business activities Into 
something more coherent. 
Ten years ago we had 28 
business units - now we 
have five." he says. 

The burgeoning of 
business interests was a 
product of the company's 
long history - it was 
started in 1834 as an iron 
foundry. 

As It grew it moved into 
a huge array of products - 
including steam engines, 
refrigerators, diesel 
engines, turbines, 
compressors, pomps. 

! railway equipment and 
steam ships - that have 
oome close to mirroring 
the entire engineering 
industry’s development 


since the industrial 
revolution. 

Today the fastest 
growing part of the 
company is its medical 
products division, which 
makes items including 
orthopaedic devices and 
artificial blood vessels, and 
was formed as recently as 
1990. Last year, Sulzer 
Medica, as the unit is 
called, was reconstituted 
as a separate company in 
which Sulzer bas a 74 per 
cent stake with the rest 
owned by outside 
shareholders. 

Mr Fahrni says it makes 
sense for Sulzer Medica - 
which last year bad sales 
of SFrl.4bn - to have its 
own independent 
organisation. That reflects 
its special status in selling 
to a completely different 
set of customers from those 
which buy from the 
industrial parts of the 
company, split into four 
divisions. 

These make, and sell, 
pumps and compressors, 
mainly for the gas and 
petroleum industries; 
alr-conditloning and 
related services and 
products for buildings; 
weaving machines, a field 
in which Sulzer Is the 
world leader: and a group 
of other engineering 
products encompassing 
water turbines, process 
equipment and machines 
for specialist surface 
treatment of metals, for 
instance for hardening 
aerospace parts. 

Of these divisions, all 
were profitable last year 
with the exception of the 
weaving equipment 
subsidiary, a field in which 
Sulzer has a good record 
for technical innovation. 
However, the company is 
hampered by the 
notoriously cyclical state 
of the world's SFr3.5bn a 
year weaving equipment 
industry - of which Sulzer 
claims a share of about 20 
per cent - and also by the 
large number of rival 
companies battling for 
market share in a sector 
dogged by overcapacity. 

As part of an effort to 
slim the industry Hr 
Fahrai says Sulzer would 
be keen to acquire some of 
its rivals In this field - 
which include Somet and 
Varna tex of Italy. 
Tsudakoma. Nissan and 
Toyoda of Japan, Pfcanol 
of Belgium and Doraier of 
Germany - even though 
there are few signs that 
any of their owners are 
ready to sell. 

“There has to be some 
consolidation in the sector 
and we would like to be 
part of U." he says- "As for 
as we are concerned money 
[for any potential 
acquisitions! is not a 
problem." 


these trends come in a 
report* last year for the 
European Commission on 
the world’s engineering 
industry produced by the Ifo 
Institute, a Munich based 
research group. 

The report says the US 
engineering industry 
remains dependent for some 
key mec-haniroi engineering 
technologies on European 
and Japanese products. In 
1994, the US trade deficit on 
mechanical engineering 
products with the European 
Union and Japan was 
Ecn6.5bn and EculSbn 
respectively. 

Even so, US industry has 
during the 1990s opted “to 
modernise and enforce tech- 
nological innovation" In 
engineering. Company prof- 
its have risen markedly, 
aided by good export growth 
linked to the weak dollar. 
Some of the hi ghpr earnings 
have been invested in new 
productivity-enhancing 
machinery. The US's “Invest- 
ment intensity" in engineer- 
ing - capital spending per 
employee - rose nearly 40 
per cant from 1986 to 1993. 



M test* 

."t ^ • r.x ys m 

. _.!■ .U(j 

• iek set 



• 382 $ 

stag & 


,99z ism -ww . tw m 


Mask an 0 ft* . SHtcai ttttr . *W*»y Mar SKK* **r ' .HrtMT 0A» . SKttS «Mr 


The comparable figures for 
the EU and Japanese 
mechanical engineering 
industries were for lower at 
4 per cent and 16 per cent 
respectively. 

According to the report, 
the US's strength in 
advanced technologies in 
areas such as electronics and 
controls “will have an 
impact" on the country’s 
mechanical engineering 
capabilities because of the 
infusion of new Ideas into 
the industry.- 

As a result, says the Ifo, 
European engineering com- 
panies attempting to sell in 
the US are likely to face 
"tougher technological com- 
petition" from US rivals. 

European countries have 
individual problems. Ger- 


many “is faced with the 
challenge of structural 
change If it is to hold Its 
position on the world mar- 
ket". Italy is hampered by its 
large numbers of small com- 
panies with not enough 
opportunities to exploit 
economies of scale, even 
though the Ifo awards the 
country’s engineering indus- 
try high marks for its nse of 
information technology. 
Britain, meanwhile, is put 
a mon g the low achievers in 
the e ng ine erin g industry. 

Another report** last year, 
from the UK's National Insti- 
tute of Economic and Social 
Research, links the US’s 
good productivity record in 
much of manufacturing 
(including e ngfopgring) with 
shop-floor and managerial 


skills. The study looked at 
the US. together with the UK 
and Germany. It found that 
izi 1994 manufacturing pro- 
ductivity in the last two 
countries, measured by 
value added per hour 
worked, was 63.8 per cent 
and 78.4 per cent respec- 
tively of the US level. 

Analysing the skills of the 
workforce in specific areas 
of in fln » f a ff to rto g , the insti- 
tute found the US had a bet- 
ter record than the other two 
countries in hiring people 
trained to graduate level, 
such as in supervisory Jobs 
on the shop floor. 

Germany scores well at 
employing people with 
Intermediate level" skills 
while Britain bas a large ele- 
ment of “low sknr workers 


who, for instance, lack the 
qualifications to handle mod- 
em machines vital to max* 
incising productivity. 

According to, the study, 
the relatively highly skilled 
US manufa cturing workforce 
la responsible for much of 
the flexibility and high pro- 
ductivity of US plants, and 
feeds directly off the large 
resources in the US directed 
towards technical education. 

The differences show up 
particularly In engineering 
related industries. For 
Instance, in general machin- 
ery 16.7 per cent of US work- 
ers are categorised as highly 
skilled, compared with 7.3 
per cent is the UK and 8.9 
per cent in Germany. 

In office equipment, the 
figures are 89.7 per cent, 29.1 
per cent and 20-5 per cent 
respectively. In both these 
sectors Germany has high 


' levels of intermediate skilled 
workers who are good, , for 
instance, at operating com- 
puterised machines but less 
capable of supervisory work. 

The large numbers of grad* 
uate manufacturing engi- 
neers in the US “play a key 
role In instigating incremen- 
tal process innovations and 
improvements in US 
plants . . . with prime respon- 
sibility for planning, assist- 
ing and improving file work 
of semi-skilled employees*. 

* Monitoring the evolution in 
the ampetittoeness of the EG 
mechanical engineering 
industry, Ifo Institute, Pos- 
chingerstrasse 5, U-S/679 
Munich. Fax 00 49 89 92 34 
1461. —Copilot Accumulation 
and Manufacturing Produc- 
tivity Performance, by Geoff 
Mason and Mary O'Mahany, 
NTESR. 2 Dean Trench St, 
London SWlP SHE, £4. 
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Her father won’t be sitting in the front row 
if he can’t make the airport train on time; 

he won’t make the train on time 
if he can’t land on time; 

he might not be landing on time 
if not for the engineers of ABB. 


Peter Marsh visit the ABB World Wide Web site at http://www.abb.com 
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US companies are 
leading moves to 
bring a highly 
fragmented sector 
closer together 

Any discussion about the 
relative absence of consoli- 
dation hi theworW machine 
tool industry cuts little ice 
with 76-year-old year old 
Bdson Gaylord, chairman 
and pari owner of Ingersoll 
International, the US’s third 
biggest machine tool com- 
pany. 

The privately owned 
ingMsoil (not to be confused 
with IngersoU-Kand, the 
diversified US engineering 
business) has, since the 
early 197 Os, bought four 
German machine tool com- 
panies to give In go-soil a 
greater geographic spread. 

The moves have affected 
many of the several . thou- 
sand Independent machine 
toot . groups operating 
around the world.. They 
have also given Ingersoll its 
reputation of being among 
the most expansion minded 
of any large machine tool 
company. 

.'Mr Gaylord's grandfather 
set up Ingersoll in i860. 
Chairman since 1970, he has 
worked at ■ the company 


since 1947 and says' the 
deals have given Ingersoll 
the chance to 'trade: around 
the world" rather than oper- 
Ate purely as a OS company.: 
Gf the SSOOm of machines 
sold by ingersoll last year, 
roughly 40 per cent came 
from its plants in Germany 
with the rest from its «»fa 
factory in Rockford, Illinois. 

Customers outside the US 
accounted for about half 
Ingersoll 's $6oOm sales last 
year, compared with virtu- 
ally «ero in 1962, when the 
company first , moved into' 
Germany through building a 
plant near Cologne. 

The company's sequence 
of German acquisitions has 
included Waldrich Coburg 
and Waldrich Siegen, large 
makers of heavy machining 
equipment which were pur- 
chased in the 1970s and' 
1980s; Bohle,. a smaller' 
machine • . too] supplier 
bought In 1978; and Naxos- 
Drdon, a producer of special- 
ist tools for crankshafts 
acquired 18 months ago. . 

The company has invaded 
“several tens -of. millions oS 
dollars" in. its . German 
operations, says Mr Gaylord 
and, even though it took 24- 
years for Ingersoll to show a . 
net profit on tills part, of the 
business, it has benefited 
from the. "first rate" engt* 


neerlng know-how of the 
German side of the business. 

For all the advantages 
that Ingersoll reckons # has 
gained from, this approach, 
similar examples of compa- 
nies-/ baying existing 
machine tool operations 
around the. world are rela- 
tively rare. 

Few companies in 
machine tools,, one of the 
most fragmented areas of 
manufacturing worldwide, 
have the resources or the 
inclination .to take this 
approach. ."Machine tool 
companies, are -generally 
small and narrowly focused, 
selling specialist equipment 
to a niche market,", says Joe 
Vabokmowsfci, editor of Met- 
atworkmg- Insiders* Report, c 
US newsletter. "For many of 

.them, acquisitions would 

mean they would lose 
focus." 

Sven, some of the world’s 
biggest machine tool compa- 
nies - such as Yamasaki 
WbzwIc md Amada of Japan 
ayrt Cincinnati Milaim n of 
the US - have set up new 
"greenfield” plants in coun- 
tries outside their home 
base when expanding, 
rather than p u rc h ase exist- 
ing machine fool groups. 

However, recently there 
have been' several- excep- 
tions tothls trend, the big- 


gest of which came last year 
when niysseh, the German 
industrial ' group, bought 
Giddingsdc Lewis of the US 
-to create a giant machine 
tool business, with combined 
annul.hlaofJllHL 
Other US' machine tool 
companies have followed 
Ingersolps lead in purchas- 
ing businesses in continen- 
tal Europe, as part of a glo- 
balisation strategy. These 
US companies have often 
been able to capitalise on 
the European manu f acturers 
being sold for low prices ns 
a result of having suffered 
in the recession affecting 
the. °» nn ^* Tn ‘ industry in the 
-early 1990s. 

'■ Gleason, a US machine 
tool company specialising in - 
gear production systems for 
the -automotive Industry, 
and with annual sales run- 
ning at seme-$400m, has in 
the past three years spent 
about SI DOW buying two 
German companies - Hurth 
and Pfauter - to fill out Its 
product line and also extend 
its manufacturing Into 
Europe. “As the automotive 
industry becomes more 
global, It's important for us 
to move the same way to 
fncrease onr ability to serve 
oar customers," says James 
Gleason, the .company’s 
chairman and .the great 


grandson of the founder. 

Gleason, started 133 years 
ago, went public in 1988, 
though about 25 per cent of 
the stake remains held by 
the Gleason fondly and asso- 
ciates, With two thirds of 
Gleason's production going 
to large automotive suppli- 
ers, such as General Motors, 
Ford and BMW, about half 
of its sales are In the US and 
40 per cent in Europe. 

Unova - for m er l y part of 
the Western Atlas machin- 
ery and oil services com- 
pany - Is the US's biggest 
machine tool maker, with 
sales in this area of some 
S80om a year. (The company 
specialised data 
logging equipment) It has 
joined in the acquisition 
trend, spending S20m in two 
stages since late 1995 in tak- 
ing over- Honsherg, a Ger- 
man n ,a F ** r of transfer tines 
for the car industry. 

Clayton Williams, bead of 
Unova’s industrial automa- 
tion division, says the move 
has given the US company 
"a face to the German mar- 
ket”, as increasingly impor- 
tant part of . the vehicle 
industry given the expan- 
sion efforts of BMW and 
Volkswagen and the merger 
between Chrysler and 
fraimler-Benx. 

The acquisition has also 



A Mercedes-Benz engine: fltobal margars, such as that at Daimler-Benz and Chrysler, are also taking 
place fn the machine tools sector <u> 


benefited Unova from a 
technological perspective. 
Honsberg is a specialist in 
small-scale, highly flexible 
production systems, comple- 
menting the parent compa- 
ny’s expertise in bigger 
transfer lines which torn 


oat parts to high volumes. 

Hardinge, another US 
machine tool company with 
sales last year of nearly 
8250m, bought Kellenberger, 
a Swim machine tool com- 
pany, In late 1995, in an 
effort to expand its product 


range into specialist grind- 
ing systems. “We have been 
thrilled by tbe success of 
this acquisition and are 
looking at the possibility of 
more moves of this kind," 
says Richard Simons, 
vice-president for finance. 



Today her fether is working in Lyons. ...... 

Tonight, she’s playing in Oslo. So it wont be possible for them 

to be together on one of the most important evenings of her young life. 

But soon^it will be. 

A few years ago, the Parliament of Norway approved a plan . . 
to construct a totally new international airport that -would streamline service to Oslo. 

It was a challenging project that presented some serious problems for the builders 
until they met the engineers of ABB who showed, them how ingenious engineering 

could help provide some answers. 

Now the project Is underway and ABB and its partners axe turning 

the new airport at Gardennoen into a reality. 

New runway lighting will help make landings and taJke-offs safer and more punctual; 

the computerized control equipment for a new baggage handling system 
will make getting out of die terminal easier; and the associated rail connection 

will make getting home quicken 

To the Norwegian public, it will mean safer and more efficient 
travel to and from Oslo. But to the fether of one young violinist, 
it will mean something for more. . 

Because on an evening when his daughter is playing 
Schubert’s ‘Sonata in B Flat/ he will be there. 


INGENUITY AT WORK 
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VA Technologic 


In the eye 
of Asia’s 
storm 


With 22 per cent Of its 
orders last year from the 
Ada-Pacific region, VA 
Technologie, Austria's 
biggest engineering 
company, has found itself 
Id tbe eye of the region’s 
storm. It isone of tbe 
world’s biggest providers of 
technologies for 
steelmaking, and a large 
builder of power generation 
and environmental 

equipment 

With so many orders 
coming from Asia, VA's 
shares have been hit by the 
turmoil affecting this part 
of tbe world. 

The company is putting a 
brave face on events, 
suggesting that growth in 
other regions could 
compensate for tbe likely 
slump in capital projects in 
Asia. But Othmar 
Pflhringer. the chairman, 
concedes that the problems, 
allied to financial setbacks 
at two of its Austrian-based 
p T ar ^ f building subsidiaries, 
are likely to mean little or 
no earnings growth this 
year. “We see the 
difficulties [in Asia] lasting 
one to two years before we 
get back to something 
approaching normality." 

The formerly state-owned 
company, privatised in 
1994, had sales last year of 
Sch38.4bn (S3bn), split 
fairly evenly between three 
core areas - metallurgy, 
energy and environmental 
and general plant 
engineering. It retains a 20 
per cent share in VA Stahl, 
the Austrian steelmaker. 

Net profits have moved 
up steadily, if 

unspectacolarly. from 
SchJ94bn in 1995 to 
Schl.5bn last year. 
Worryingly for 
shareholders, however, 
return on capital has 
slipped back over this 
period, from 13.6 per cent to 
12.4 per cent. 

VA had some solid years 
in the mid-1990s on the 
back of strong demand for 
production technologies for 
new cr refurbished steel 
plants around tbe world, 
activities that are part of 
Its metallurgy division. 

In gteelmaking 
technologies, VA is one of 
about five key players 
globally, tbe others 
including Mannesmann and 
SMS Schloemann-Siem&g of 
Germany, Danielli of Italy 
and the Davy unit of 
Kvaerner of Norway. VA is 
a leader in areas such as 
continuous casting, strip 
processing and other areas 
of automation involving 
steel and other metals 
plants. 

However, in the whole of 
the metallurgical 
engineering division, which 
accounted for 29 per cent of 
VA'S total Sch44_lbn of new 
orders in 1997, demand as 
measured by new orders 
slipped 17 per cent last 
year, after an average 20 
per cent annual growth 


since 1993. In the next 
couple of years, the outlook 
for this part of the group is 1 
not promising. Malaysia, 
where VA has had a strong 
position in metallurgical 
engineering, has been hit 
hard by the Asia economic 
turmoil, while the company 
has been forced to suspend 
one project in Korea. 

But Mr Ptthringer is 
optimistic that tbe 
slow-down in this part of 
the world will be 
temporary, particularly as 
not all countries in the 
region have been hit 
directly by the crisis. India 
and China, for instance, 
where VA has a large 
backlog of work have so far 
been largely unscathed. 
“Longer term we see a good 
flow of orders for projects . 
to increase steelmaking : 
capacity in the Far East 
and South America, as well 1 
as from refurbishment 
programmes in western i 
Europe," he says. i 

In VA's second business | 
division of energy and ■ 
environmental 
technologies, which ! 

accounted for 42 per cent of | 
orders last year, the 
outlook is similarly mixed, 
though Mr PUhringer sees 
the prospect of strong 
demand for VA's expertise 
in pollution control t 

equipment (for instance to | 
clean up emissions from 
power stations) over the 
next decade, especially 1 
from the developing world. ! 
“There Is a strong need for 
this land of technology 
everywhere, even though 
the finance required is 
sometimes hard to find." 

VA has. for Instance, 
high hopes for orders for 
equipment to monitor air 
pollution in countries such 
as Malaysia and Indonesia 
over the next few years, in 
projects that could help 
boost environmental 
control in these countries. 

The third part of the 
company - plant 
engineering - is generally 
acknowledged as a problem 
area far VA largely because 
it is one where the 
company has no specialist 
expertise and is heavily 
dependent on its home 
market of Austria. Mr 
PUhringer concedes that In 
this part of VA's business, 
the outlook is "poor" with 
heavy price pressures. 

Over the next decade, Mr 
Pflhringer says, a priority 
is building up business in 
north and south America, 
where he wants to see the 
company’s order intake rise 
from 6 per cent of the total 
to 10 per cent. Western 
Europe’s share of this 
figure is likely to remain 
steady at about half, while 
there is potential to 
increase the share from the 
former communist nations 
of eastern Europe from the 
current 5 per cent 

Peter Marsh 
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4 WORLD ENGINEERING 


THE UK • by Andrew Edgecliffe-Johnson 



Currency adds to 
global pressures 


The strength of 
sterling has 
forced even 
industry leaders 
to adapt 

For Allen Yarko, chief 
executive of Siebe, sterling 
is now "the toughest cur- 
rency in the world" in 
which to be publishing 
accounts. The fact Out an 
industry leader snch as 
Siebe should be feeling the 
pain highlights the chal- 
lenges which the UK engi- 
neering industry is facing. 

Not only do British engi- 
neers have to face the global 
pressures caused by consoli- 
dation among their aero- 
space and automotive cus- 
tomers and the shock-waves 
from Asian markets. 


They are also having to 
come to terms with the fact 
that the pound has risen 
from DM 2.2 to about DM3 
since 1996. For British Steel 
alone, sterling’s apprecia- 
tion against the D-Mark 
made an estimated £ 5 00 m 
difference to profits in the 
year to March. 

According to Daniel 

Sevan, engineering analyst 
at Credit Lyonnais Securi- 
ties Europe, the strong 
pound - coupled with a 
domestic interest rate policy 
dictated more by the needs 
of the consumer and service 
sectors than by those in the 
industry - has forced UK 
engineers to adapt or perish. 

"People will look back at 
this period of strong sterling 
and say it has been the kick 
up the backside that the 
engineers needed to be glob- 


ally competitive," be says. 

Many, such as Siebe and 
IMI, have stepped up exist- 
ing rationalisation plans in 
response to the twin pres- 
sures of falling Asian 
demand and an uncompeti- 
tive currency. IMI said in 
March: “We believe this is 
going to take several years 
to work out and we need to 
retrench in some areas." 

Another response has 


When FKI sold its automo- 
tive division far £92-5m to a 
venture capital, team- in 
November, for example, it 
cited “the expenditure 
required to maintain a lead- 
ing presence in this demand- 
ing industry and the 
requirement of the original 
equipment manufacturers to 
further consolidate their 
supplier base". 

Much of the acquisition 


been to exit the lowest mar- activity, meanwhile, has. 


gin activities, often by sell- 
ing to larger American buy- 
ers or to management 
buy-out groups. Fairey sold 
Us Fairey Hydraulics aero- 
space business to concen- 
trate on specialist electronic 
materials and process tech- 
nology, following a trend 
seen in Siebe and others to 
move to higher-technology 
activities. 


SWEDEN • by Tim Burt in Stockholm 

From laggards 
to luminaries 


In a sector of 
varying financial 
health, common 
characteristics 
have emerged 

The recent financial 
performance of Sweden's 
leading engineering compa- 
nies can be categorised quite 
simply as the good, not bad 
and the ugly. 

Their contrasting financial 
health - from star performer 


such as Sweden and heavy 
exposure to overseas sales 
forced them to embark on 
restructuring and non-core 
disposals far sooner than 
competitors in the UK and 
Germany. 

By the beginning of the 


centive for entrepreneurs 
hoping to convert ideas Into 
production. 

"We have big companies 
and small companies but 
very few in between,” says 
Professor Jan Edgren at the 
Swedish Employers Confed- 


been driven by the desire to 
fill In the gaps in product 
portfolios to enable suppli- 
ers to provide complete 
packages rather than indi- 
vidual parts. The words 
“systems" and “service" 
now pepper many engineers' 
annual reports. 

Such logic was one reason 
for tiie £1.5bn hid last Sep- 
tember from Federal-Mogul 
of the US for TAN, the auto- 
motive components group. 
The purchase allowed the 
US group to seal an entire 
engine, or to replace the 
individual pistons, piston 
rings, bearings and connect- 
ing rods with complete mod- 
ules. 

TI Group has cited the 
same strategy to explain its 
recent acquisitions. Its John 
Crane sealing division, for 
example, now rfafam to sup- 
ply “sealing solutions” 
rather than individual 
seating products, fix an era 
of price deflation, such as 
the UK engineers have seen 
for the past year, such mea- 
sures are nece ssa ry if mar- 
gins are to be protected* 



A robot-controHed machine at one of TI group's Rorsheda polymer sites at Astnast, Gloucestershire 


The impetus for this has 
come from the large car 
manufacturers, who have 
taken the axe to their sup- 
plier base to cot costs. Volvo 
is just one manufacturer to 
announce that it will deal 
with Just 100 tier one suppH- 


panies with less obvious 
chances to “move up the 
value chain", such as BTR, 
Morgan Crucible and Char- 
ter, have paid with sluggish 
share price performances. 

Small engineers have also 


They may not always live up 
to the tag, but the aspira- 
tion reflects the market’s 
belief that the smallest play- 
ers need leading positions in 
niche markets If they are to 
do more titan survive. 

Those, such as Fenner, 
Cobtuun or Britax, that fit 


with just I0Q tier one suppft- been faced with particular Those, such as Fenner, 
ers by 200&. The merger of- challenges as their client Cobtuun or Britax, that fit 
tfaimler-Benz and Chrysler base consolidates. More and such a description, have 
is expected to accelerate the more small engineers sow been rewarded .with more 
trend. . _ call themselves “specialist resilient share price perfor- 

Mr Bevan says that coin- engineering companies”, mancexl 


resilient share Trice perfor- 
mances. 


1990s. therefore, most of eration. “There are almost 
Sweden's largest engineers no middle sized operations 


had already streamlined 
their operations and were 
focused on fewer core prod- 
uct li nes. 

For SRF. for example, that 
meant roller bearings; for 


GERMANY* by Peter Marsh 


Atlas Copco, at one end of Atlas Copco, it was oompnes- 


the scale, to lowly-rated SKF 
at the other - neatly illus- 
trates differing responses 
across the sector to pricing 
pressures in Europe, acquisi- 
tion opportunities and, most 
importantly, economic tur- 
moil In Asia. 

It also reflects the spec- 
trum of engineering in Swe- 
den - a country which can 
justly claim a world class 
position in areas as diverse 
as specialist steel, toolmak- 
ing. roller bearings, poly- 
mers and precisian compo- 
nents. 

The industry has its lag- 
gards. notably SKF, one of 
the world's largest manufac- 
turers of roller bearings. 
And it also has highly-rated 
companies, such as Sandvik. 
the acquisitive toolmaker. 
Nevertheless, they share 
some common features, and 
this sets them apart from 
competitors, particularly in 
Germany and Japan. 

Many senior executives in 
Swedish engineering cut 
their management teeth in a 
high inflation environment, 
while rivals elsewhere in 
Europe and Asia could rely 
an stable raw material prices 
and a low cast base. That 
persuaded many Swedish 
engineers to set a higher 
required rate ot return on 
investment than their com- 
petitors. 

When inflationary pres- 
sures fused, they reaped the 
benefits with better than 
average profit margins and 
less depreciation on new 
spending. 

Unlike German engineer- 
ing groups, most largt' Swed- 
ish companies also realised 
that they bad to outgrow 
thoir home market, which 
would never satisfy their 
ambitious growth targets. 
That led to rapid expansion 
overseas through acquisition 
and building greenfield 
plants in countries ranging 
from Indiana to Indonesia. 

At the same time, operat- 
ing from a high-cost country 


sors and construction and 
mining equipment; and for 
Sandvik, drills and specialist 
tools. 

“If you look at UK engi- 
neers at this time, only a few 
where really streamlined 
says Christian Diebitsch at 
Banque Paribas in London. 
“But the Swedes were in 
dedicated businesses and did 
not have to divest to 
enhance shareholder value." 

They were further helped 
by the presence of large 
institutional shareholders - 
led by Investor, the main 
investment vehicle of Swe- 
den's Wallenberg business 
empire - who were commit- 
ted to long-term ownership 
rather than short-term 
returns, 

"These institutional inves- 
tors have certainly helped 
them over the lean times," 
says Peter Bradshaw at Mer- 
rill Lynch. "It helped Atlas 
Copco, for example, to 
develop from a low growth 
company to a faster growth 
engineer over a period of 
time.” 

But the international 
growth of such companies 
also fed to a growing polaris- 
ation of the domestic engi- 
neering industry. In Sweden, 
the sector is distinguished 
by its hourglass configura- 
tion. with a heavy concen- 
tration of large and small 
companies, but a paucity or 
middle-sized manufacturers. 

The authors of a recent 
academic study comparing 
the polymer industries of 
Sweden and Ohio - two 
parts of the world with simi- 
lar-sized populations - 
blame a number of factors 
fur Sweden's poor showing 
in middle tier manufactur- 
ing. 

They round that in Swe- 
den. unlike Ohio, there were 
insufficient venture capital 
dedicated to specialist manu- 
facturing. 

At the same time, Swe- 
den's high personal tax bur- 
den proved a strong disin- 


that are contributing to wfcHHMIlT ” Py rerer 
growth." — 

At the top end of the R, ^ — ^ 

industry, meanwhile, there 1 ■ T 

is growing concern that LI INI II ■ 
large engineers have expan- 
ded too far and too fast Into ■“* 

the crisis-ridden economies After several years 

^Afthnag^campantes such ill the doldnUIlS, 
as SKF and Atlas Copco the Sector IS 
have only about 5 per cent of 

their sales in the region, Showing StTODg 
they have been hit hard, signs Ot growth 
SKF has seen its turnover • 

fall by 80 per cent In Indon- On a hilly production site in 
e&ia, for example, and lost Herzogenanrach, near Nur- 
revenue on components for emberg, stands one of the 
textile machiner y - an area minor manufacturing mira- 
hlghly dependent on Asia. cles of post-war Germany. 

Atlas Copco has warned The headquarters of the INA 
that demand In the region Industrial bearings company 
will remain weak for the rest has expanded steadily since 
of this year, as has Sandvik. it started in the town in 1946 
indeed, most analysts - and the growth did not 
believe it could be another stop during the 1990s when 
two years before orders much of the rest of the Ger- 
recover to previous levels. man engineering industry 
Swedish engineers have was straggling with low 
responded differently to the demand and acute financial 
crisis. SKF has stepped up a pressures, 
rationalisation plan to raise The family-owned INA has 
efficiency and drive sales global sales of DM4bn, with 
and administration costs its 12,000 staff in Germany 
below IS per cent of sales. It having risen by 2,000 since 
is cutting more than 2,000 1990, thanks to higher 
jobs, almost s per cent of the demand from customers in 


prominently against the 
recent trends for the Ger- 
man engineering industry, 
Europe's biggest The sector 
- which In the 1970s and 
1980s was a motor behind 
much of the country’s eco- 
nomic growth - seems to be 
spluttering back to life after 
a slow emergence from the 
recession of the early ’90s. 

According to the VDMA, 
Germany's plant and 


The headquarters at the INA machinery trade association. 
Industrial bearings company mechanical engineering out- 


bas expanded steadily since 
it started in the town in 1946 
- and the growth did not 
stop during the 1990s when 
much of the rest of the Ger- 
man engineering industry 
was straggling with low 
demand and acute financial 
pressures. 

The family-owned INA has 
global sales of DM4bn, wife 
its 12,000 staff in Germany 
having risen by 2,000 since 
1990, thanks to higher 
demand from customers in 


workforce, in a bid to bolster fields such as vehicles and 


margins. 

Sandvik. by comparison, 
has vowed to consolidate on 
last year's SKr4.3bn acquisi- 
tion spree and try to lift 
margins into double digits. 
Atlas Copco, in perhaps the 
boldest move of its 125-year 
history, has moved into the 
rental sector by paying 
S90Qm for Prime Service, 
North America’s largest 
rental equipment company. 

The different strategies 
are. nevertheless, a response 
to common problems. Hav- 
ing grown rapidly overseas, 
the engineers have found 
themselves facing problem 
of sharply falling sales - In 
the case of Asia - or sales 
growth that fails to generate 
increased profits. 

Against that background 
and increasingly tough price 
competition in western 
Europe. Swedish engineers 
may need to cot their costs 
still further to fully exploit 
any cyclical upswing in the 
sector. 


general machinery. The com- 
pany - with 2QJMQ employ- 
ees in 32 plants worldwide - 
is looking to add three or so 
more factories globally tn 
the next five years. 

If current trends are any- 
thing to go by, INA’s record 
will soon stand out less 


put in Germany is likely to 
advance 7 per cent this year, 
after just 3.7 per cart last 
year mid 1 per -cent in 1996. 
Hie increase - likely to be 
the biggest yearoa-year rise 
far the sector since 1989 - is 
forecast as a result of steady 
growth in demand for engi- 
neering products domesti- 
cally and in export markets. 

As tor engineering employ- 
ment - which hit a low last 
summer as a result of a long 
period of downsizing and 
moving production .in 
cheaper locations outside 
Germany - the signs are 
that it Is creeping up with 
926,000 people currently 
working in the sector, 
slightly up on the 922,000 in 
June 1997. The figure is 
likely to rise to 940,000 by 
the aid. of this year, accord- 


ing to VDMA forecasts. 

There are even indications 
of skills shortages in fields 
such as operation of speci- 
alised machinery and prod- 
uct development, says Her- 
bert Kriegbamn, the VDMA’s 
head of economic research. 

The upturn In the sector - 
in which employment 
reached more than L2m at 
the peak at the post-unifica- 
tion economic boom in 1990 
- has been driven partly by 
the weaker D-Mark, giving 
German companies a vital 
lift to export markets. Of the 
German engineering indus- 
try’s annual output of about 
DM230bn (out. -of VDMA 
member companies’ total 
annual sales at home and 
abroad of DM447bnk about 
65 per cart is exported. 

As the German economy 
strengthens, strong domestic 
growth has been seen in 
areas such as automotive 
machinery, printing systems 
and plastics injection mould- 
ing equipment Total capital 
investment in German 
industry this year is likely to 
rise 7 per cent this year, 
according to projections, and 
this will boost the engineer- 
ing industry across Europe. 

As a result of these favour- 
able trends, the VDMA 
expects exports and domes- 


tic sales to Improve by. 7 per 
cent this year - in contrast 
to 1997 whim exports moved: 
ahead by 8 per cent but.sales . 
of engineering products in 
Germany hardy moved. ' 
Meanwhile the mood on 


investment across much of all capacity - historically a 
German engineering seems high figure and one which if 


bullish. VDMA members 
increased their spending an 
plant and machinery by 5 
per cent last' year. “I would' 
not be astonished if this fig- 
ure reached 10-15 per cerit 
this year, 7 says Mr Krieg- 
baum. 

Productivity in the indus- 
try rose 7 per cent last year 
- a high figure linked partly 
to reductions in employment 
across much of the sector - 
and is expected by- the 
VDMA to rise by 5 per cent 
in 139B, an impressive figure 
by most standards. 


it reaches 90 per cent or 
more is likely to lead to pro- 
duction bottlenecks, say 
VDMA statisticians. 

A second potential prob- 
lem is the effect of the Asian 
financial crisis, especially if 
It were to spill over into 
countries such as China 
which have so far barely 
been affected. 

Of the German industry's 
total output 16 percent endsj 
up in Asia - but only 6 per 
cent goes to “problem coun- 
tries” such as Thailand, 
Indonesia and Malaysia 


After several years In .which have devalued their 
which the share prices of the currencies and have been 
sector's leading publicly 'hardest hit by the crisis, 
quoted co mp a n ies have been Even a 25 per cent fall in 


under severe pressure, there 
have been recent si gns of a 
lift, with the engineering 
component of the Frankfurt 
stock market performing 
well against (he rest of the 
market since early this year. 

Of the factors that could 
derail the recovery in the 
business, one is indications 


exports to these countries 
would cut overall output by 
the German engineering 
industry by only 1.5 per cent 
Even so, few managers in 
the German engineering 
industry would say they are 
Immune to second order 
effects of the crisis such as 
slower global growth. 


THE US • by Nikki Tait in Chicago 


Streamlining process continues 


Heriot-Watt University... 

Engineering is our Middle Name! 


i Hercol-Wact University ranks second highest 
in the UK in terms of industrially funded 
research per head of academic staff, and has 
the highest level of industrial research 
funding ol any Scottish university, 
i The University es a lead player in the new 
Systems Level Integration Institute, a world- 
class collaboration in semi-conductor design 
and development of advanced ‘system-on- 
chip* devices, as well as the lead member of 
the Scottish Collaborative Initiative hi 
Optoelectronic Sciences, SCIOS, developing 
ultra-fast optoelectronic parallel connections 
between silicon chips to run super-fast 
computers. 


i Henot- Waffis Department of Petroleum 
Engineering, which was awarded tap 
research rating in the most recent national 
survey, is an internationally recognised Centre 
of Excellence and leader in its held, attracting 
£4m annual research binding from industry. 
Heriot-Wau University is leading the way m 
innovative, profession ally accredited 
engineering degree programmes, with almost 
a hundred engineering and technology 
courses in Building, Civil Offshore, 

Computing, Eectrical, Mechanical Chemical, 
Textiles and Petroleum engineering. 


While the sector's 

growth reflects a ISllSlESU- 
strong economy, 

cost cutting is still 300 ~ 

on the agenda ^ ' 

The fortunes of the US 
engineering industry - M 

which covers a diverse •“ 

range of sectors from semi- _ 

conductor manufacturing to ^ 

road-building projects - •- 

have in recent years closely * - 

mirrored that of the nation’s ton — — - 

economy as a whole. 

On the one hand, the ml t ■ 

industry has benefited from — “ 

a solid domestic market, _ V T_ 19 

buoyed by the steady US “a*™**, 
economy. This has been 

accompanied by an expan- Meanwhile, back on the 
sian in growth opportunities domestic front, skilled 
overseas as the more liberal labour shortages are a grow- 
trade environment has ing problem as the US ecoa- 
opened up markets - in Asia omy has come up against 
and South America, in par- capacity constraints, 
ticular. The extent to which 

But, on the other hand, retooling and operational 
there has been the quest by restructuring continues to 
many companies operating dominate engineering-re- 
in engineering-related fields la ted business is hard to 


Meanwhile, back on the 
domestic front, skilled 
labour shortages are a grow- 
ing problem as the US econ- 
omy has come up against 
capacity constraints. 

The extent to which 
retooling and operational 


house, for instance - have 
even disappeared from the 
industry (at least as inde- 
pendent entities). Westing- 
house’s power generation 
business was sold to Sie- 
mens and its nuclear power 
arm seems likely to be 


For hinhar information, please contact: 

The Puttie Affairs Office. H«rirt-W«tt Umvcrsrty 

Tel: 0131-451 3444 Fax:0131-4513441 htm//www.hw.acuik/ 
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to reduce costs within their 
OS operations. In order to 
compete more effectively on 
an international stage. 
Restr u ct uri ng has also been 
driven by rapidly-changing 
technology. 

More recently, some engi- 
neering-related businesses 
have also suffered from the 
financial turmoil in south- 
east Asia, and the recession 
in Japan. 


restructuring continues to ' acquired by a consortium 
dominate engineering-re- made up of Morrison Kmtd- 
lated business is hard to sen and British Nuclear 
overstate. In recent weeks Fuels, as management 


global workforce, having 
suffered from faltering sales 
in Asia in recent quarters. 
Its sales to the region cov- 
ered Hems such as power- 
generation equipment and 
industrial engines. 

As part of the general 
cost-cutting exercise, efforts 
will also be made to prune 
other '“non-essential" 
expenses items, such as 
internal travel. 

But. while Asia is a factor 
in the equation this time 
round, the quest for a more 
focused, effective cost base 
is not a new strategy for the 
company. Cummins has 
already art about 3,000 jobs 
across its domestic and 
international operations 
over the past three years, 
while closing more than half 
a dozen plants and quitting 
several business lines. 

While Cummins’ efforts 
are an attempt to revitalise 
a business with its share of 
problems, redundancies at 
other engineering-oriented 

corownies are driven more 
by fee need for manufactur- 
ing efficiencies and the 


Others such as EtS Group, 
accused by one analyst of 
-trying to chase all the girls 
rather than focus on its 
most attractive niche .bm&. ~ 
.nesses,” have found that tin 
best option ts an agreed' 
takeover by a larger group, , 

' US buyers pounced an 
some of the sector’s smallest - 
players, indraMug Sheffield 
Forgemasters, who were m - 
no position to defend them- 
selves when investors fell 
out of love wife small eom- 
panies and the engineering 
sector at the same time 
early this year. 

As more US engineers 
stray into the UK market, so 
many UK engineers hare 
continued their policy: of : 
global expansion, rccognte 
mg, tn the words of TAJPg 
former chairman Sir Colin . 
Hope, feat they now operate - 
in “a global village indn»- 
try’V One notable feature of 
this has been, the prolifera- 
tion of non-UK .managers .. 
taking over the most senior 
positions at major engineers 
such as Vickers, GKN qnd> 
BBA- 

" The flip-side of this expo- 
sure to a global market has 
been seen with the turmoil 
in Asia. Companies as large 
as Siebe, BIS and Vosper 
Thorny croft have suffered 
as Aslan orders dried op, 
while one small ceramics 
gr o up, Branford, likened tire 
situation to “blind panic"; 

As recently as December, 
Slebe’s Mr. Yurko was 
talking enthusiastically 
about the baying opportu- 
nity thrown up hy the Asian 
turbulence. ' 

Last month, he changed 
his tone, but issued a veiled 
threat to those UK rivals 
who fail to adapt: “As one of 
fee industry leaders we are- 
faking advantage of the cost 
reductions to create addi- 
tional press u re in the mar- 
ket place." 
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of companies running into 
capacity shortfalls, which 
could push up prices. 
According to the VDMA’s 
most recent- survey of Its 
members, output by the sec- 
tor Is at 89 per cent of over- 



re 


alone; for example, compa- decides to roots on the high- desire to null dnw» 
ntes as diverse as Cummins growth media assets. Boeing for examnioi 

Engines, the Indiana-based Cummins is a good exam- looking' to cut about i » Jf 
manufacturer of diesel pie of the way. in which jobs, mainly throes* -I+rT 
engines. Motorola, the big repercussions of fee Asian feu and retirement iSn 
telecoms equipment and crisis can Increase the pres- at fee same time trriiT 1 * 
semiconductor business, or sure® at home for leaner, raise overall 
Raytheon, the defence con- more cost-effective opera- rates. prounction 

tractor, have announced cut- tional structures. The com- Nevertheless m»nt 
backs on the labour front paay is planning to cut its other companiU mv ihS 
A handful of famous workforce numbers by about the problem is nnt J“ at 
mroes - w& b* W«Hng- MOO. or 4 per ceot of ite wite*? S toUfc^SS 


growth media assets. 

Cummins is a good exam- 
ple of the way. in which 
repercussions of the Asian 
crisis can Increase the pres- 
sures at home for leaner, 
more cost-effective opera- 
tional structures. The com- 
pany is planning to cut its 
workforce numbers by about 
1.000, or 4 per cent of Sts 


ywell, the big electronics 
and aviation systems manu- 
facturer, has said that it is 
suffering from a shortage of 
engineers, technicians and 
assemblers and could well 
take on workers that have 
been discarded by compa- 
nies such as Motorola or 
Intel. 

The issue and extent of 
labour shortages within the 
sector is subject to wildly 
differing views. Shortage of 
fabour is generally assumed 
to be a problem. Unemploy- 
ment in the US is only just 
over 4 per cent and in some^-l 
urban areas where big man- ^ 
ofactnring operations are 
concentrated, if is under 3 ; 

percent 

Most reports suggest that 
hiring problems are centred 
in certain drill categories - 
notably information technol- 
ogy specialists, hat also 
trained engineering person- 
neL This has led many com- 
panies to urge that visa 
restrictions be eased, so that 
more trained foreign work- 
ers can enter the country. 

However, some trade asso- 
ciations - such as fee Insti- 
tute of Electrical & Elec- 
tronic Engineers - believe 
that the problem Is being 
overstated. Many believe 
that this is being used to^. ; 
push up levels of pay in thGW^jf 
industry and that, within : 
the ranks of older, displaced 
employees, there is still 
Ptenty of talent looking for 
a home. 
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The post D-Mark era will be 
exciting but will bring painful 
adjustments. Courage and 
patience will be needed - by 
politicians and voters. 
Andrew Fisher reports 

Euro offers 
promise of 
bright new 
horizons 


T hose who were young 
at the time like to 
recall two key events 
that helped revive Ger- 
many’s battered spirits in 
the early post-war years 
- the introduction of the 
D-Mark hi 1946 and the win- 
ning of the World Cup foot- 
hall final against Hungary, 
d f | the favourite, six years later. 

Last week, the D-Mark’s 
30th birthday was celebrated 
. v with speeches, ceremonies 

T:', and a weighty commemora- 

tive tome from the Bundes- 
bank. Yet while Germans 
will mourn its passing, many 
> * bankers, businessmen and 

investors are looking ahead 
to the bright new horizons 
which they hope the euro’s 
introduction will open up 
next year. 

Most citizens would vote 
. to keep their currency if 

asked. The D-Mark has 
became a symbol of national 
prosperity and International 
respect. Victory by the 
national team in the current 
, „ World Cup in Prance would 
1 certainly lift Germans’ pride, 

but it is the consistently sta- 
ble D-Mark which has come 
to symbolise tbe nation's 
strength after the arduous 
climb from tbe aftermath of 
defeat to prosperity. 

Its disappearance as an 


independent currency - D- 
Mark notes and coins will 
continue in circulation until 
2002, but effectively be units 
of the euro - will remove one 
of the biggest advantages 
enjoyed by German banks 
and financial markets. Gone 
will be what the Bundes- 
bank, the central hank, mik 
M a globally acknowledged 
seal of quality for German 
financial products”. 

Yet proponents of the euro 
argue that Germany has an 
opportunity to prosper vigor- 
ously in the more open envi- 
ronment of tbe <ringh» cur- 
rency. As capital markets 
become more unified and the 
prices of goods and services 
become more transparent, 
German industry should be 
able to improve its competi- 
tiveness through restructur- 
ing, streamlining a nd inno- 
vation. 

The wave of corporate 
activity in the past few years 
has shown that this process 
is already well under way. 
Companies have best selling 
or floating off non-core activ- 
ities, investing heavily in 
their mam businesses 
making numerous acquisi- 
tions. In the process, they 
have loosened their ties to 
the backs and turned their 
attention to capital markets 
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as a cheaper source of 

Bnaiw» 

This has produced lucra- 
tive business for investment 
banks, with the experienced 
and innovative US houses 
dominating the German mar- 
ket. The domestic banks, 
with their large customer 
base, have built op invest- 
ment hanking activities but 
it is still the more flexible 
American institutions which 
set the pace. Restructuring 
is now taking on a more pan- 
European dimension which 
will also make investors 
more sector-minded and less 
country-orientated. 

In their efforts to become 
more competitive, globally 
and in preparation for the 
challenging environment of 
the euro, companies are 
being forced to pay more 
a ft aatioo to the demands of 
shareholders. Raising money 
on capital markets means 
becoming more open with 
those providing the funds 
and redoubling efforts to 


produce internationally 
acceptable returns on equity. 

Combined with subdued 
inflation, low Interest rates 
and the benefits of a stron- 
ger dollar for exporters, this 
has resulted in a powerful 
surge in share prices. The 
Dax blue chip index has 
more than doubled in the 
past three years. Thus the 
stimulus to Germany's still 
under-developed equity cul- 
ture provided by the big 
Deutsche Telekom share 
issue at the end of 1996 has 
been kept alive. 

But if the country is to 
make the most of the oppor- 
tunities opened up by Euro- 
pean monetary union, more 
use will have to be made of 
capital markets in promo- 
ting emnomic restructuring 
and helping small companies 
flourish. New jobs are 
urgently needed in Germany 
as big concerns become 
leaner. But high taxes and 
social security levies hamper 
economic renewal, as does 


the inflexib le labour market. 

Compared with the US, 
Britain and same other 
European countries, stock 
market capitalisation is still 
low in relation to the size of 
the economy. The number of 
new issues on the stock mar- 
ket is also small, although 
the success of the Never 
Markt (new market) in rais- 
ing money for young, inno- 
vative, mostly high-tech 
companies shows that the 
appetite for risk is growing 
among businesses and inves- 
tors. 

Deutsche BOrse, which 
runs tbe Frankfurt securities 
markets, has also been 
investing systematically in 
new technology to make its 
trading and settlement 
systems fester and cheaper. 
Last November, it intro- 
duced Xetra, an advanced 
electronic dealing system. 

As well as improving trad- 
ing efficiency, Deutsche 
BBrse’s aim is that Xetra 
should also help Frankfurt 


gain maturity as a finan cial 
centre as the single currency 
intensifies competition. 
Deutsche Bdrse has put 
preparations for the euro at 
the top of its priority list 

On the derivatives side. 
Deutsche TeminbOrse - the 
futures aDd options 
exchange that is part of the 
Deutsche Bdrse group -has 
been fighting bard to 
improve its position against 
London and other centres 
such as Paris. 

It plans to merge with Sof- 
fex, the Swiss derivatives 
exchange, and link up with 
France’s Matif. 

Bankers and capital mar- 
ket experts are also confi- 
dent that German govern- 
ment bonds will emerge as 
the benchmark for issues 
across the euro zone. 

Both the Bundesbank and 
tbe finance ministry have 
eased various rules and 
restrictions to promote a 
broader market across the 
range of fixed-interest matu- 


rities and help ensure that 
tbe German bond market is 
ready for the euro. 

Recent legislation has wid- 
ened the attractions of Ger- 
many as a finan cial centre 
by allowing a wider range of 
financial products and 
introducing new investment 
vehicles for those wanting lo 
make more private pension 
provision. In tbe view of 
bankers and bourse officials, 
the government has made 
most of the necessary legal 
changes to bring the capital 
market up to date. 

But the so-called Reforms- 
tau (reform backlog) which 
has bedevilled the Bonn 
political scene has left two 
vital areas little changed: 
taxes and the pension sys- 
tem . Germany’s high income 
and corporate ta-gpg encour- 
age many taxpayers - espe- 
cially the wealthy - to invest 
in property and other 
schemes which may be tax- 
efficient but do not help the 
overall economy. 


Lower taxes, which Chan- 
cellor Helmut Kohl’s centre- 
right government have failed 
to push through against 
Social Democratic Party 
opposition, would stimulate 
entrepreneurial activity and 
thus help job creation. This 
would help development of a 
more risk-taking mentality 
in Germany and help offset 
the impact of job-cutting at 
big companies. 

After this September's 
general election, in which 
tbe politically weakened Mr 
Kohl will be up against the 
popular but nationally 
untested Gerhard Schroder, 
the SPD candidate, tax 
reform will again be on the 
agenda. Also regarded ns 
urgently necessary by many 
financial experts is reform of 
the creaking stale peusion 
system. 

This is coming under 
immense strain as the num- 
ber of retirees rises in pro- 
portion to the number of 
people in work. Action to 
encourage independently- 
managed company pension 
funds along Anglo-Saxon 
lines - by araendiug tax 
laws - would shift more of 
the financing burden onto 
the private sector. It would 
also inject new life into the 
capital market, since pen- 
sion funds are big investors 
in equities. 

If government action were 
also taken to deregulate Ger- 
many's rigid labour struc 
ture, a reinforcement of the 
capital market would make n 
considerable deut in high 
unemployment. Many bank- 
ers hope the euro will act as 
a spur to economic and 
financial reforms, while 
sceptics say these should 
have preceded monetary 
union. 

Certainly, the euro will 
not be a panacea for 
Europe's economic problems. 
But even if the single cur- 
rency fulfils only the roost 
modest of hopes, it should 
help regenerate the German 
economy by focusing atten- 
tion more sharply on its 
shortcomings as well as its 
strengths. Putting these 
right will take courage and 
patience, by politicians as 
well as voters. The past 
D-Mark era promises to be 
exciting but with painful 
adjustments. 
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How your company 
remains liquid. 




As customer of SudwestLB, 
you will avoid hard times 
through intelligent financing. 
After all, SudwestLB belongs to 
the hundred biggest banks of 
the world. As one of the big 
nationally and internationally 
active commercial banks of the 
Southwest of Germany and as 
central bank of the savings 
banks of Baden-Wurttemberg, 
we are a reliable financial part- 
ner for your company. 

Just contact us: SudwestLB, 
Am Hauptbahnhof 2, 70173 
Stuttgart, phone: (+49) (711) 
127-7010 or Augustaanlage 33, 
68165 Mannheim, phone (+49) 
(621) 428-7010, http^/www. 

suedwestlb.de. 
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BONDS AND DERIVATIVES • by Edward Luce 


A cloud over Frankfurt’s ambitions 


Ho» 6enranj , 9 DT& won domloa^ 


Liffe has already 
responded to the 
DTB’s challenge 
with plans for 
electronic trading 

Germany’s capital markets 
have undergone something 
of a sea change in the past 
12 months. Led by the Deut- 
sche TermlnbOrse, the 
Frankfurt-based derivatives 
exchange, the country has 
made an aggressive attempt 
to extend its pre-eminence in 
continental Europe after 
monetary union next Janu- 
ary. 

However, in spite of recent 
gains, a large question 
clouds Frankfurt's ambition 
to compete with London as 
Europe's leading financial 
centre. 

Officials at the DTB. 
which is shortly to merge 
with SofTex. the Swiss deriv- 
atives exchange, believe that 


London can be overtaken. 
Indeed, judging by a recent 
surge in the volume of con- 
tracts traded on the 
exchange such a feat can be 
accomplished- Last month, 
the DTB for the first time 
traded more contracts than 
the London International 
Financial Futures and 
Options Exchange. Just one 
year ago. the DTB had about 
half Liffe's volumes. 

But trends this impressive 
are difficult to maintain. 
Arguably, the DTB is now 

entering a consolidatory 
phase and having won domi- 
nance of the key future in 
the 10-year German govern- 
ment bond contract, the DTB 
needs to ensure it maintains 
its grip of the legacy con- 
tract in the 10-year euro-de- 
□ominated bond. 

In the meantime. Liffe has 
responded to the DTB’s chal- 
lenge with plans to intro- 
duce electronic trading next 
year. This will eventually 


undercut the cost-advantage 
so skilfully exploited by the 
DTB. 

There is also little sign 

that any of the underlying 

cash markets will move to 
Frankfurt from London. 
What is more likely is that 
Germany will shore up its 
dominance in euroland by 
winning more business from 
Paris and one or two other 
smaller continental finand^i 
centres over the next few 
months. 

London's grip on the bond 
market - with 90 per cent of 
eurobonds sourced from the 
City -looks unlikely to be 
challenged in the near 

future. German and French 
government regulations 
which compel borrowers to 
launch D-Mark or franc-de- 
nominated issues in their 
domestic markets will 
become irrelevant after mon- 
etary union. Arguably, 
therefore. London win cap- 
ture an even higher propor- 


tion of eurobond business 
once the continental curren- 
cies have merged into one- 
London has so far captured 
almost 100 per cent of busi- 
ness In the euro-denomi- 
. hated bond sector. 

Senior officials at German 
banks concede that Frank* 
fort is unlikely to undercut 
London except in deriva- 
tives. The real aim. they say, 
is to remain well ahead of 
Paris. And this is likely to 
prove a more realistic ambi- 
tion. Unofficially, fierce com- 
petition is already raging 
between Frankfurt and Paris 
for the lead in euroland’s 
bond and derivatives mar- 
kets. This is most visible in 
the rivalry to establish the 
benchmark in the euro-de- 
nominated yield curve on 
government bonds after 
monetary union. 

Despite some innovative 
French moves - Including 
the introduction of strips 

trading, the TnaintanaTipp Of 


more liquid government 
benchmarks In shorter matu- 
rities and plans to introduce 
inflation-linked bonds - the 
German yield curve looks 
almost certain to win out. 
This will have implications 
for other markets. 

For example. Mattf, the 
French derivatives exchange 
which is nominally in alli- 
ance with the DTB and Sof- 
fex, is likely to see a dra- 
matic shrinkag e of trading 

in its French government 
bond futures after monetary 
union. The German govern- 
ment bond is considmed to 
have a (marginally) lower 
credit risk and is a more 
credible cash market in gen- 
eral. More derivatives trades 
are thus likely to be routed 
via the DTB. 

Second, Germany has a 
larger and more liquid corpo- 
rate and bond mar- 

ket than France. The leading 
German Landes banks have 
in the past 12 months woken 


up to the fact that the coun- 
try's domestic bond market 
win effectively merge with 
Its neighbours over the next 
few years. *As such, many 
ijmipghanfrg have broken 
virgin territory with dollar 

and sterling-denominated 

issues in the past year. 

A similar trend is appar- 
ent in the Pfandbrief market 
(bonds which are backed by 
public loans and mortgages). 
With the notable exception 
of Cades - the agency set up 
to manage France's social 
security liabilities - few 
French entities have yet 
eatahBghuri benchmarks out- 
side of the French franc. 

On one front, however, 
Frankfurt and Paris are 
united. Both want to usurp 
London’s dominance of the 
money markets when it 
comes to trading in the euro. 
Informally, both the Bundes- 
bank and the French Trea- 
sury have been pushing hard 
for banks and derivatives 



am* pun-m aw* 

exchanges to embrace Euri- 
bor, a new Brussels-inspired 
reference rate for inter-bank 
lending, instead of Libor, the 
London inter-bank offer rate. 

The reception has been 
mixed. Matif has already 
adopted Euribor as the 
underlying benchmark for 
its future contract in three- 
month interest rates. But the 
DTB, mindful of Libor’s 
strong track record, recently 
fudged the issue by deciding 
to opt for both reference 
rates on its short-term inter- 
est rate contracts. Officials 


at the DTB said it was up to 
the market, rather than the 
exchange, to choose which 
contract would prevail. . 

However, with just a l per 
cent share of the market la 
European short-term interest 
rate contracts, the DTB*s 
decision was seen as aca- 
deme by some. "Frankfurt 
does not look likely . to 
threaten Liffe’s dominance 
of interest rate contracts,” 
said one Ger man banker. 
"And the money markets are 
probably safe in London !br 
the time being as well.” 


EUROPEAN CENTRAL BANK • by Wolfgang Munchau 


Launch is scheduled at a critical time for industry 


The ECB could 
act not so 
much as a cause 
but as a catalyst 
for change 

The formal launch of the 
European Central Bank at 
the beginning of this month 
has come at a time when the 
banking and financial sector 
is in a critical stage or the 
process of internationalisa- 
tion. 

Just how big the effect of 
an international institution 
such as the ECB will be on 
the role of Frankfurt as a 
global financial centre is 
open to question. Ernst Wel- 
teke. president of the state 
central bank in Hesse, one of 
the constituent central 
banks in the Bundesbank's 
own network, believes that 
the location of the Bundes- 
bank in Frankfurt was one 
of the reasons why Frank- 
furt emerged as Germany's 
financial centre. 

Previously, most German 
commercial banks had their 


head offices in DCsseldorf . 

The Bundesbank tradition- 
ally had a close relationship 
with the commercial bank- 
ing sector. The fortnightly 
money market ten- 
ders - through which the 
Bundesbank rejects money 
into the economy - estab- 
lished close relations 
between the central and the 
commercial banks. 

Minimum reserve require- 
ments - deposits which com- 
mercial b anks have to trans- 
fer to the Bundesbank in 
direct proportion to then: 
outstanding loans - were 
another factor that tied the 
banks to the Bundesbank. 

The ECB will follow in the 
footsteps of the Bundesbank 
in terms of its primary goal, 
the pursuit of price stability, 
and in terms of its organisa- 
tional structure: both are 
federal institutions, both are 
large networks oT state cen- 
tral banks. The ECB itself is 
only the nerve centre of this 
network, whose proper name 
is European System of Cen- 
tral Banks. 


The ECB itself is run by a 
six-member executive board, 
beaded by Wim Duisenberg. 
the ECB president, and 
Christian Noyer, vice-presi- 
dent The others are Otznar 
Issing, chief economist Tom- 
maso Padoa-Schioppa. in 
charge of payment systems, 
banking supervision, and 
international relations. 
Sirrka H&m51£inen, in 
charge of organisation and 
control, and Eugenio 
Domingo Solans, in charge 
of statistics, banknotes and 
information systems. 

The ECB will take over 
from national central banks 
in setting interest rates from 
January next year. Interest 
rates will be set by the 
ECB’s governing council 
which consists of the six- 
member executive board and 
the presidents of the 
national central hanks of the 
participant countries. With 
11 founder members, the 
executive board wifi initially 
have 17 central bankers, but 
this number will increase 
with every new member of 



i Dufaenberg, ECB p rari d nnt , wfth a prototype euro bank no te 


Europe’s economic and mon- 
etary union. The six-member 
executive board, however, 
will remain the same size. 
irrespective of how many 
countries join Emu. - 
The all-powerful council 
will ensure the continued 

influence of national central 
hanks in the decision-mak- 
ing process. The majority of 
the presidents of the 
national central banks - 11 


versus the six ECB “Insid- 
ers'' - will ensure that 
national interests will not be 
ignored under Emu. 

Some critics have argued 
that this could give rise to a 
potentially destabilising situ- 
ation. The ECB’s legal man- 
date is to pursue monetary 
policy with a view to the 
whole of the Emu area and 
without favouring nnp coun- 
try ova- another. Yet if sev- 


eral national central bank 
presidents were to form vot- 
ing pacts, they could In the- 
ory outmanoeuvre the six 
executives. 

Legally, the ECB is ooe of 
the most independent cen- 
tral banks in the world. Its 

executives are appointed to a 
single non-renewable term; 
they are not allowed to take 
orders from governments; 
and they must pursue a pol- 
icy of price stability first and 
foremost Yet whether the 
BCB can deliver cm its obli- 
gations will depend to some 
extent on tbe power play 
between its Frankfurt head- 
quarters and the national 
central banks. . . 

C om p a red to the national 
central banks. the ECB will 
be relatively small. While 
the Bank of France and tbe 
Bundesbank each employ 
mare than 10,000 staff, the 
ECB will have to do with 
only 500 employees by toe 
end of this year. The com- 
parison is not entirely fair 
because the ECB’s staff will 
be primarily engaged in 


research, security and pay- 
ments systems, while most 
of the staff at national cen- 
tral hanks are involved in 
areas such as logistics and 
administration. 

Because the national cen- 
tral banks will remain large 
and important, the transi- 
tion to the new regime will 
not mark a sudden shift. The 
Bundesbank will continue to 
exist and fulfil all its current 
functions, except setting 
interest rates. 

Frankfort’s financial and 
monetary establishment 
hopes that the location of 
tbe ECB could be one of sev- 
eral factors that might help 
turn Frankfurt into tbe most 

ite pnr fa mt- financial centre in 

continental Europe. Nobody 
predicts that Frankfurt 
could surpass London as a 
financial centre, although 
this might happen in some 
niche markets. 

The recent battle between 
the futures exchanges - Liffe 
of London versos Deutsche 
TerminbOrse of Frank- 
fort - is one example of Lon- 


don’s predominance under 
immediate threat. But -the 
difference in size between 
tlie two financial centres 
remains large. 

Frankfurt lobbyists think 
Frankfort's best and only 
chance to eclipse the (Sty of 
London is for the UK to 
decide formally against Emu 
entry. 

The shift of executive 
power from tbe Bundesbank 
to the ECB might also help 
accelerate the demise of the 
cosy provincialism that has 
been characteristic for so 
long of the German banking 
industry, with its protective 
cross-shareholdings, its 
equity stakes in the corpo- 
rate sector, and its belated 
embrace of investment bank- 
ing. 

In terms of its interna- 
tional orientation, tbe ECB 
will set the tone for the rest 
of Frankfurt’s banking and 
financial industry. In that 
sense, tbe la unch of this new 
institution could act not so 
much as a cause but as a 

catalyst for change. 
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clears the vision 
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■ The euro is on its way. Now that the It offers local expertise in a global con- 
member states of the European Monetary text ■ Here too, DG BANK operates by 
Union (EMU) have been determined and a principle that makes every customer 



the European Central Bank 
is established in Frankfurt, 
Germany’s prominence as 
a global financial center is 
destined to further increase. 


THE WIR PRINZIP 


a partner in a singular way. 
We call It the WIR PRlNZiP, 
to which DG BANK and its 
staff are wholeheartedly com- 
mitted. It is rooted in the clas- 
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■ From its Frankfurt headquarters. sic tradition of the cooperative system 

DG BANK is Ideally positioned to help linking equal business partners. And it 

business gam a clearsighted view of the has a great future. Because it exemplifies 

complex Euromarket And with a presence the central idea of partnership: mutual 

in the world's major economic regions, cooperation leads to mutual success 

Head Office: DG BANK. J-l 0-60265 Frankfurt am Main. Germany. Offices In; Amsterdam Atlanta a _ 
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EQUITIES • by Andrew Fisher 


PERSONAL FINANCE • by Andrew Fisher 
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Listening - and learning Industry comes of age 


The impact of 
Emu should be 
far-reaching for 
Germany and 
much of Europe 


few share issues in Germany 
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German managers us ual ly 
did not want to listen five 
years ago when advised bow 
to enhance their companies' 
value mid cut capital costs, 
says Half Conen, head of 
equity research at Sal. 
Oppenheim, the German 
hank. "They shook their 
heads. But today they listen 
and many of them are act- 
ing.” 

For those who have 
absorbed the lessons of 
shareholder value and the 
importance of finanriat mar- 
kets, “the cost of capital is a 
major ingredient of corpo- 
rate success", he adds. The 
message is now percolating 
down to smaller and medi- 
um-sized companies. 

After the wave of restruct- 
uring at globally-minded 
concerns such as Daimler- 
Benz, Hoechst, Veba and 
BASF, a host of other com- 
panies are, now striving to 
cut costs, become more inno- 
vative and spread their 
operations beyond high-cost 
Germany. 

With the onset of Euro- 
pean economic and mone- 
tary union, this spate of cor- 
porate activity is expected to 
accelerate across the euro 
area. 

Markets for products and 
services will become more 
transparent wben prices are 
expressed in a single cur- 
rency and larger operating 
units will, in many sectors, 
be needed to take full advan- 
tage of expanded cross-bor- 
der opportunities. 

“The euro will act as a cat- 
alyst for new corporate com- 
binations and constella- 
tions believes Hans- Dieter 
Klein, head of German 
equity research at Deutsche 
Bank. The shape of the Euro- 
pean economy will change as 
industrial and financial con- 
cerns adjust for the more 
open competitive environ- 
ment 

“This will put the capital 
market much more at the 
centre of things," he adds. 
Investors, large and small, 
will think increasingly in 



sector-wide rather than 
national categories and com- 
panies will raise funds 
where rates are cheapest 
namely through securities 
markets rather than ha nk* 

This in turn will put pres- 
sure on companies to per- 
form and provide more infor- 
mation for the shareholders 
who put up the money. 

For Germany and much of 
the rest of continental 
Europe, where equity aware- 
ness is 'still far less devel- 
oped than in the US or UK, 
the' Impact should be 
far-reaching. 

Emu will create the 
world’s second-biggest 
equity market after the US. 
Investors will focus on 
Europe-wide stock indices 
and companies will be 
assessed against their inter- 
national peers. “Investors 
are not just local any more.” 
says Mr Conen. 

As European equity mar- 
kets develop, the way will be 
opened for a stream of new 
share issues by companies 
keen to expand and inno- 
vate. The emphasis on equi- 
ties should be heightened by 
the lack of alternative 
investments as bond yields 
remain low and the benign 
inflationary environment 
keeps down short-term inter- 
est rates. This, plus the 
impact of the strong dollar 
on exports and corporate 
streamlining, has already 
helped propel European 
stock markets to new highs. 

The approach of the euro, 
which will bring greater 
unity to the single European 
market, has added to the 
market euphoria. Even so, 
with share valuations now 
extremely high, setbacks are 


inevitable and volatility win 
increase. Mr Conen befleves 
the German market is at 
least 5 per cent over-valued, 
though “not in a bubble”. 

Money has poured into 
German and European 
equity mutual funds and 
company profits are benefit- 
ing from restructuring. 
“Companies are back to high 
profitability, so more value 
is ki firing in " he says. Busi- 
nesses below the top tier are 
also turning in improved 
performance across Europe. 

The heavy inflow of liquid- 
ity from institutional and 
retail investors has kept Ger- 
many’s blue chip index, the 
30-share Dax, powering 
aWd. Since the end of 1996, 
it has doubled. Although 
such a pace is clearly unsus- 
tainable, it has reinforced 
the argument that equities 
provide significantly higher 
long-term returns than 
bonds over the long term. 
This has helped dislodge 
some of the angst over equi- 
ties. 

But the message still has 
to penetrate further. Only 
about 6 per cent of Germans 
own shares, compared with 
21 per cent in the US, 17 per 
cent in Britain and 35 per 
cent in Sweden. German 
stock market capitalisation 
is equivalent to only 38 per 
cent of gross domestic prod- 
uct against 139 per cent in 
the US and 163 per cart in 
Britain. 

Taking the 11 Emu mem- 
bers as a whole, Deutsche 
Bank Research stales: “The 
extent of Euroland's under- 
developed equity culture is 
illustrated in the relatively 
low ratio of market capitalis- 
ation to GDP of 44 per cent” 


In particular, “Germany, 
France and Italy, tile biggest 
economies in Emu, have 
much ground to up.” 

For that to happen, more 
companies need to come to 
the market and institutional 
and retail demand must 
increase. Many investors 
remain heavily oriented to 
fixed interest securities and 
deposits. Equity holdings by 
insurance companies, for 
example, are generally still 
well below the legal limit of 
30 per cent of total holdings, 
although they are moving 
closer to this level. 

As concern grows over the 
creaking state pension sys- 
tem in Germany - and in 
other countries - more 
people are turning to equity 
mutual funds for supplemen- 
tary old-age provision. But 
high tax rates inhibit the 
flow of money into the capi- 
tal markets because many 
people opt for tax-saving 
schemes such as property 
investment 

The lack of independently- 
managed pension funds 
along Anglo-Saxon lines, due 
to tax disadvantages, has 
also held back the market 
Pension funds are heavy 
investors in equities. Reform 
of the tax, pension and social 
security systems has been 
hindered by political squab- 
bling in Bonn, with no prog- 
ress now experted until after 
September's general elec- 
tion. 

Yet even without these 
reforms, the equities trend is 
clear. The enormous success 
of Germany’s Neuer Markt 
for small innovative compa- 
nies proves that new issue 
candidates are there in abun- 
dance. 

Mr Klein believes that as 
more companies seek to 
raise money an the bourse, 
so more investors will be 
attracted to equities for 
favourable returns. 

He believes this “spiral of 
mutual dependence” could 
induce about 100 companies 
to come to the market each 
year. 

Mr Conen agrees the 
potential is there, in Ger- 
many and across Europe. 
“There are stiH thousands of 
opportunities - lots of sleep- 
ing beauties, large and 
smaQ.” Watching them wake 
up should be fascinating. 


Equity message 
may begin to 
penetrate as * 
savers focus on 


Population owning shares 

Percent 


will 


pension concerns 


Germany’s personal finance 
industry is starting to come 
of age. Amazed by the surge 
in the stock market and con- 
cerned about weaknesses In 
the state pensions system, 
more and more people are 
paying closer attention to 
their money. 

Gone are the days when 
savers automatically put 
funds in bank deposits or 
fixed interest securities. 

At a time of low bond 
yields and deposit rates, 
money has been pouring into 
equity funds and more 
sophisticated investors are 
also acting ahead of the 
euro’s scheduled arrival next 
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year. 

Mutual fund companies 
report a heavy inflow of 
money into equity funds. 
Last year, this totalled 
DM2Sbn. twice the previous 
record of 1994. And despite 
most Germans’ reluctance to 
accept the euro as an immi- 
nent replacement for the 
cherished D-Mark, Europe- 
wide funds are g aining in 
popularity as a way of 
spreading risk. 

“People are thinking along 
more European lines where 
their investments are con- 
cerned, even if this is not the 
case politically," says Rolf 
Passow, head of DIT. the 
investment fund arm of 
Dresdner Bank-- 

More than half the money 
going into DPT's equity 
Funds is now for European 
funds compared with about a 
third in 1997 and much less 
previously. 

This shift from a national 
investment awareness to one 
based on sectors mainly 
reflects advice from banks 
and independent advisers, he 
adds. 

It parallels the growing 
emphasis among institu- 
tional investors on a Euro- 
pean approach in which 
companies are compared 
with others in the same 
industry rather than with 
those in the same country. 

Even so, the equity mes- 
sage has yet to penetrate as 


deeply in Germany as in 
other countries, notably the 
US and Britain. 

Only about 9 per cent of 
household pnanrta ) assets in 
Germany, totalling some 
DM5,344bn, are in mutual 
funds, with 8 per cent in 
shares. And although the 
equity proportion of the 
mutual funds total hag risen 
sharply to 24 per cent, it still 
lags well behind the 49 per 
cent accounted for by bond 
funds. 

Yet the forces for change 
are powerful- The Deutsche 
Telekom share issue at the 
aid of 1996 did much to pro- 
mote equity investment The 
doubling erf Germany’s Dax 
blue chip index in the past 
two years has also woken up 
investors. 

Fear plays an additional 
role. The constant debate 
about the acute financial 
strains on the unfunded pay- 
as-you-go pension sys- 
tem - which will mainly 
affect those retiring from 
around 2020 - has given a 
sharp impetus to equity- 
based funds. 

This has benefited both 
German-based funds such as 
DIT and DWS (part of Deut- 
sche Bank) and foreign pro- 
viders such as Fidelity and 
Templeton of the US and 
Fleming of the UK. 

Richard Wastcoat, Fideli- 
ty's European marketing 
director, says more money is 
now flowing into its funds 
from Germany than from the 
UK. 

Its UK funds volume 
should be overtaken by Ger- 
many in about three years. 
With young people increas- 
ingly worried about future 
pensions and under pressure 


to set aside money early. Mr 
Wastcoat says: “The outlook 
is pretty bright”. 

Fleming has doubled Its 
German business in the past 
two years, says Barthold 
Sauveur of Its Frankfurt 
office. “We expect further 
steep growth in Germany 
and Europe.” 

Young business and pro- 
fessional people are now 
more interested in shares, 
although he feels many new 
investors need to realise that 
equities are a financing 
instrument for companies 
and not just a “get rich 
quick” ticket. 

For German fund compa- 
nies, which dominate the 
market through their parent 
hanks’ extensive distribution 
networks, a new product Is 
emerging which could 
spread the investment mes- 
sage more widely. 

earning the unwieldy 
name of Altersvorsorge-Son- 
dervermbgen (special old-age 
provision fund), it is aimed 
at those se eking a reliable 
savings vehicle to help meet 
future retirement needs. 

Not yet on the market but 
now legally approved. AS 
funds will be heavily 
weighted towards real assets 
such as shares (which can be 
a maximum 75 per cent) and 
property (30 per cent). 

Monthly payments can be 
low. the idea being to accus- 
tom people to saving consis- 
tently to accumulate a 
retirement nest egg on top of 
the state pension. 

“We have to attract 
younger people," says Mr 
Passow. 

More DIT investors have 
become used to the notion of 
regular savings, but he 


bolieves AS funds 
enhance this trend. 

Small and medium-sized 
companies are also likely' to 
use AS foods to set up 
employee schemes. However. 
AS funds will not - initially, 
at least - carry tax advan- 
tages. Thus some foreign 
fund managers call them a 
marketing gimmick by 
which standard fund invest- 
ments are bundled under a 
government seal of approval 
as suitable pension vehicles. 

Even so. they could prove 
their worth if they open 
more people's eyes to the 
need to do more than put 
their money In dull, low- 
yielding deposits. The model 
could also be applied across 
Europe. "They could be a 
trail-breaker.” enthuses Mr 
Passow. who has even pro- 
mulgated the AS concept in 
Taiwan. 

Herbert Frohne, head of 
Oedit Suisse Asset Manage- 
ment in Germany, also 
believes AS funds will catch 
on in Germany. “They will 
widen the choice for private 
investors and be a sort of 
safety-first product.” 

But there are dissenting 
voices among insurance 
companies which have been 
the traditional route for pri- 
vate pension provision. Mar- 
kus Riess. head of Allianz 
Asset Management, part of 
the Allianz insurance group, 
says intensive marketing of 
AS funds - which he calls a 
“branding tool" - could dis- 
orientate many people. 

“The primary goal for 
retirement is security and 
solidity of investment," he 
says. 

He believes life insurance 
companies are still the best 
providers of these qualities, 
although he agrees that 
equities will play a bigger 
role in their investment poli- 
cies. Without tax advan- 
tages. he says AS funds are 
just another funds product, 
differently packaged. 

Either way, Germans are 
becoming more investment- 
conscious. They are also 
making greater use of new 
technology to stay informed. 
A third of Fidelity's direct 
inquiries and leads come 
from the Internet, compared 
with 10 per cent in Britain, 
says Mr Wastcoat There, at 
least Germany is ahead. 
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It’s the courage and ideas of entrepreneurs that have made Germany, 
the major business force it is today. For 50 years KfW has provided 
support - smoothing the ways and providing the means. Whilst at the 
outset the focus rv» on the Marshall Pk>n and the reconstruction of a 
devastated Germany, new fields of activity soon appeared: small and 
medium-sired business development, export and project finan- 
cing. and financial cooperation with developing countries. With 
the fall Of tne wall our name once again took on a new significance, 
(n eastern Germany as elsewhere we're defining new ways and piow- 
ding foe means to realise them. Kredltanstalt Hr Wiederoufbau. 


You have the 


courage and ideas. 


We have the ways 


and means. And have 


had for 50 years. 


50 YEARS- 


KfW 


Wavs ano Means 



European banking made by WestLB. 


The opportunities offered by 
the euro are challenging 
decisionmakers across Europe. 
WestLB is well prepared to 
help you succeed in this 
complex task. 

Based on its presence in 
most European countries. 
WestLB is one of the truly 
leading banks in Europe. 
With our competence and 
track record we match the 
high requirements of our 


professional clients. When it 

comes to modifying financial 

strategies and converting 
systems to foe euro, be sure 
to benefit from our expertise. 

So no matter what your 
goals are. WestLB's support 
means you will never find 
yourself in uncharted territory. 
For updated information about 
WestLB and the euro, simply 
visit us on our Web site under 
httpJlfwww.westlb.com 
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VENTURE CAPITAL • by Graham Bowley 
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German investors 
as well as 
foreigners have 
discovered a taste 
for venture capital 

The excitement surrounding 
Germany’s nascent venture 
capital industry is palpable. 

At the smaller, start-up 
end of the market, venture 
capital firms are growing 
rapidly as they participate in 
rapid growth in Germany's 
Information technology and 
biotech industries. 

These tend to be situated 
In Bavaria in southern Ger- 
many. where a rash of new 
IT and biotech companies 
are emerging around 
Munich. 

At the larger Kid of the 
market, Germany’s manage- 
ment buy-out [MBQ] indus- 
try is growing at a steadier 
but still substantial rate. 

Spin-offs from large Ger- 
man companies, which are 
increasingly choosing to jet- 
tison unwanted businesses, 
are proving attractive fodder 
for management buy-out 
firms. 

International investment 
hanks , which have sought to 
become more involved in 
corporate Germany, are 
helping this process by 
encouraging companies to 
restructure. 

Change Is being forced by 
German companies’ own 
shareholders who have 
become more vocal in their 
demands for higher returns. 

There is also a steady flow 
of Mittelstand compa- 
nies - to medium-sized 
businesses - which are being 
offered for sale. 

Germany still b> pc behind 
the UK and US in terms of 
sophistication, but as these 
longer-established MBO mar- 
kets have matured, Interna- 
tiona] Investors have been 
happy to turn their attention 
towards the new German 
market where returns can be 
higher. 

Most of the big MBO firms 
active in the UK have now 
set up offices In Germany. 

Both ends of Germany’s 
venture capital market have 
benefited from the success of 
the Neuer Markt, Frank- 
furt’s new stock exchange 
for small but fast-growing 


high-technology companies. 
Founded just over a year 
ago. the new market has pro- 
vided venture capitalists 
with a valuable exit route. 
Share prices have risen 
sharply - a sign or keen 
shareholder interest - and 
already about 30 companies 
have been floated on the 
Neuer Markt 

“We did not have a stock 
market in Europe where we 

could make high-tech compa- 
nies public, especially in 
Germany. Now we have that 
in Germany with the Neuer 
Markt.” said Waldemar 
Jantz. managing partner at 
TVM, the venture capital 
group, in Munich. 

The Neuer Markt has 
proved so successful that 
British companies have 
approached Apax Partners, 
the private equity group, 
about the possibility of list- 
ing in Frankfurt. 

“A few UK companies 
came to us asking to be 
turned into a German com- 
pany so that they could list 
on the Neuer Markt,” said 
Max Burger- Calderon at 
Apax in Munich, 

According to Gert KOhler, 
managing director of Tech- 
nologJeholding, the venture 
capital group, Germany has 
lacked entrepeneurs because 
people have been unwilling 
to leave the safety of their 
well-paid jobs to start up 
their own companies. But he 
thinks this is slowly chang- 
ing as the venture capital 
industry becomes more 

established and the financial 

rewards from creating inno- 
vative new companies 
become more publicly 
known. 

“We are developing very 
fast here in Germany. We 
will reach at least the level 
where California is today in 
a few years' time. People 
have recognised they can 
make money in the high- 
tech field. My deal flow is 
doubling each year.” says 
KOhler. 

TVM and Technologiehold- 
ing both operate in the 
smaller end of the market, 
focusing on early-stage 
start-up capital. TVM, which 
started in Munich in 1984 as 
an of&hoot of Siemens, the 
big industrial group, is Ger- 
many’s oldest venture capi- 
tal firm. It was the only one 


to survive Hie sharp contrac- 
tion of the venture capital 
market in the late 1980s 
when many other firms left 
Germany. 

It now has total capital of 
DM480m under TnAnagHment 
and is taking 15 new compa- 
nies into its stable each year. 
It focuses on two types of 
companies: fa formation tech- 
nology and biotech compa- 
nies. It has an office in the 
US and has investments in 
biotech companies in 
Britain- 

“ After the US, we saw 
England as the next place 
where biotech would grow. 
Now Germany is the most 
interesting. It is a total 
boom.” says Jantz. Whereas 
IT has provided steady busi- 
ness for. venture capital 
groups such as TVM for sev- 

As the market 
has grown, 
it has also 
become 
more 

competitive 

eral years, it is only recently 
that the biotech industry 
begun to grow rapidly fol- 
lowing the lifting of restric- 
tions by the German govern- 
ment 

The German IT Industry is 
experiencing such rapid 
growth rates that Mr Jantz 
warns of a desperate short- 
age of trained people to work 
in the industry. "We have a 
booming high-tech industry 
in Germany. This is the big- 
gest limit to growth now: 
getting people.” says Mr 
Jantz. 

The new IT companies 
tend to be businesses 
starting up as suppliers to 
big companies such as Deut- 
sche Telekom, which has 
recently been privatised and 
which has lost its monopoly 
of the German trfwwwn mar- 
ket and is looking to the pri- 
vate sector for exciting , 
innovative products to help 
it compete against fast-grow- 
ing rivals. Telekom has set 
up Its own venture capital 
fund. 

As the German market has 
become established. German 


investors- as well foreign 
Investors have discovered a 
taste for venture capital. 
According to Max Burger- 
Calderon at Apax Partners, 
German-speaking investors 
account fix- about 40 per cent 
of the most recent Apax 
fluid. Earlier funds were 
dominated entirely by US 
and UK investors. 

"We now have good com- 
panies in Germany and there 
is a demand for these stocks. 
There are billions of 
D-Marks looking for really 
interesting investment 
opportunities,” said Mr 
Jantz. 

According to BC Partners, 
the private equity group, 
there is a glTnfbir riu m g B of 
culture at the larger end of 
the German market where 
companies are becoming 
more happy to accept the 
involvement of private 
equity In their businesses. 

"We do not have an equity 
culture. In Germany we 
never W Investment hwnica 
because we never had inves- 
tors. This Is changing 
slowly,” said Harms Ost- 
meier at BC Partners in 
Hamburg. However, it is still 
difficult to overcome the 
reluctance of families to sell 
their businesses, especially 
by means of a public auc- 
tion, he says. 

As the market has grown, 
it has become mare competi- 
tive, and MBO firms are now 
having to work harder to 
win deals. "We are trying to 
bring something to the deal 
that is more than money. 
Now you really have to add 
value,” *»iii Mr R 
eron at Apax. 

A growing number of 
deals, especially large trans- 
actions, are being sold by 
auction. 

This is partly a reflection 
of file increased involvement 
of tnvp rt w ignt h anks which 
have brought greater sophis- 
tication to the Tna ykgt 

The result has been an 
increase in file prices being 
paid by investors for compa- 
nies. 

"Many people, j pcindfag 
file US funds, are discover- 
ing the German market. 
Some of the prices being 
paid now are not justified by 
the businesses changing 
hands,” said Stefan Zuschke 
at BC Partners. 


The runaway success of the 
Nener Markt demonstrates 
that Frankfurtis new stock 
exchange segment far 
young, fast-growing 
companies is what 
Germany sorely needed. 

The country's banks and 
the main stock market have 
long provided an 
established source of ready 
finance for Germany’s big 
companies. Small, 

innovative, high-risk 
businesses struggled to 
attract the money they 
needed to grow but the 
Neuer Markt Is now 
providing 

“It is one of the craziest 
successes I have seen in my 
life. Compared to five years 
ago it is a totally different 
world." said Waldemar 
jantz, managing partner at 
TVM, the venture capital 
group. In Munich. 

The markets rapid 
growth since it was opened 
in March 1997 has 
uncovered a growing taste 
for German equities among 
domestic as well as 
inte rnational investors. It 
has d e m o n s trated that 
shareholders have become 
more willing to venture 
into new high-risk, 
high-retam territory. 

ft has also shown that 
there were a long tine of 
small Ger ma n companies 
which in the end were able 
to draw cm stock market 
capital in order to flourish 
but which would have 
probably been denied that 
avenue of financing 
without the Neuer Markt. 

| it is possible that 
companies such as 
HobilCom. the mobile 
telephone network provider 
which was the first to list 
on the Neuer Mark t ana 
which has since become one 
of Germany’s biggest recent 
corpora te success stories, 
would never have taken off 
so successfully without the 
Nener Markt 

The Deutsche BOrse 
calculates that the 
companies listed on the 
Neuer Markt created about 
4,5 00 jobs in the past three 
years. 

In contrast, Germany’s 


older industrial behemoths 
listed on Frankfort's main 
exchange have been 

slashing jobs. 

The statistics are 

impressive. By the end of 

test month, the market 
capitalisation was about 
DM30bn, compared with 
DHShn at the end. of 1997. 

In its short lifetime, 
about 30 companies have 
listed on the new exchange. 

More will follow this 
summer. 

Beto Francjoni. who 
heads up the Nener Markt 
at the Deutsche Bdrse, 
think* the market’s 
members could swell to 50 
by its second anniversary, 
although he privately hints 
the number could reach as 
high as 70. 

The market’s success 
gtomc from the high quality 
of most of the companies 
coining to it, the flood of 
available money looking for 
in v e stm ents, and the tongfa 
criteria required for a 
listing. 

In their financial 
reporting, companies 
joining the Nener Markt 
have to be more 
transparent than in all 
other segments of the stock 
market 

They are required to 
publish quarterly reports in 
RngH&h as well as German, 
hold regular analysts’ 
meetings, and to use 
international accounting 
standards. 

Says Mr Ftancloni: “High 
standards were one element 
of the success of the 
market They created 

mnfldenc g among inve s tors 

and so liquidity. This was 
key. put] companies see 
that if they give more, in 
terms of transparent 
accounts and so on, they • 
get more in return.” 

Tbe contrast drawn by 
some analysts is with 
Britain’s own stock market 
segment fin- small, 
test-growing companies, 
which critics say has been 
less of a success than the 
Frankfort exchange, even 
though It has more 
companies, because tire 
wiiry requirements are less 


and investor confidoice has 
been lower.. 

The Neuer Markt has also 

benefited flrom ft growing 

shareholder culture in 

Germany. Although it is 

still in its early stages, this 
gro wt h in equity culture 

- which received its 

strongest push from the big 
Deutsche Tdekom share 
offering which attracted 

wide pnldlc attention at the 
endof 1996 -has meant 
there has been an 
tncreating flow of money 

into equities which did sot 
exist before. 

There la a lot of money 

around. There is a kit of 

domestic as well as foreign 
money. We need good, 
fastgrowing companies to 
satisfy this demand,” says 
Mr FrandauL 
The new flow af money 
into equities and tbe 
success of the Neuer Markt 
has been an important 

reason behind the rapid 
growth of Germany's 

nascent venture capital and 

manag ement buy-out 

market 

Investors, inside and 
outside Germany, have 
become more willing to 
commit their money to 
German MBOs because they 
now have an exit route — a 
flotation on the Neuer 
Markt, which gives them a 
way of finally getting their 
money back which did not 
exM realistically before. 

Tf you look back bow, 
March 1997 and the Neuer 
Markt was a major event. It 
changed everythin g," says 
MaxBurgm^Caldenmat 
Apax Partners, the private 
equity group, In Munich. 

But not all is we& with 
the Naur Markt One . 
serious wuny is that the 
new market has been too 
successful. Prices may ha ve 

risen too strongly. 

The fact teat prices of all 
c om p ani es have seen large ■ 
gains suggests that 
shareholders may not be 

discrtmlntttng between 
good and bad investments. 
Prices may t he refore at 
some time fall to more 
realistic levels. The fear is 


that new investors who 
have only experienced 
rising prices may then, 
suffer large losses and be 
frightened away from the: . 
market 

Another criticism is that 
the shares issued in hfitid . 
public offerings (IPOs) on - 
the Neuer Markt have l' . 
become so sought after, and 
are often cornered by the . 
big banks, that small \- 
shareholders have little. . 
chance of getting their 
hands on them. The 
Deutsche Bftrse will not 
comment on this, insisting - 
that this is the banks’ 
business. 

But even if prices do turn 
down, Mr Franctani says 
that tbe growth of the 
market would not be 
Impaired. The new equity 
culture has taken root and 
is here to stay, he says. ' 

"Whether the market 
corrects or not one thing is 
for sure: the flows into 
equities will continue... 

There is a lot of change in 
Germany in terras of equity 
culture. The Nener Markt is 
high risk, high return. The 
attitude towards risk and 
return has changed in a 
positive way ...I hope that 
we do not have any fiPOs - 
that flop but I am 
convinced the Neuer 
Market would be able to get 
through that.” 

One new step to Wards 
dampening volatility In the 
market win be taken in 
October when floor trading 
of the Neuer Markt will 
cease and the whole of the 
segment will be transferred 
to the Xetra, Frankfort’s 
electronic trading system. 
Five Nener Markt 
companies are already 
traded on Xetra. By 
introducing foil electronic 
trading, the market will 
also be opened up to a far 
broader audience of 
investors and dealers. 

"This will be areal kick. 

It will then be possible to 
trade the Neuer Markt out 
of London, out of Paris, out 
of Zurich," says Mr 
Random. 

Graham Bowley 


Performance-oriented institutiona I 
investors place high value on the 
advantages of the German Pfandbrief, 
an established and highly liquid seg- 
ment of the German bond market. 


The broad maturity spectrum of our 
products as well as our issuing volume 
- of more than DM 15 billion per year 
offer clients numerous opportunities 
for flexible portfolio management 




TRADITIONAL AND JUMBO PFANDBRIEFE 
STRUCTURED TO THE NEEDS OF 
INSTITUTIONAL INVESTORS 


Among the attractions of the German 
Pfandbrief are its unsurpassed record 
for safety, its encompassing variety of 
issues and investment features, and in 
particular its attractive yields. 

DGZ ranks among Germany's promi- 
nent public-sector banks, operating as 
a central institution within the German 
Savings Banks Organization. Our Public 
Pfandbriefe, issued to refinance our 
public-sector lending in Germany, are 
a traditional part of the Pfandbrief 
market in which we are recognized as 
a focal point for real-time yield infor- 
mation (Reuters Page: DGZF)- 


As an experienced public-sector 
issuer, we are naturally a market maker 
for our own issues, maintaining a well- 
functioning secondary market for both 
our traditional and Jumbo Pfandbriefe. 

Domestic and international insti- 
tutional investors are increasingly 
turning to DGZ as a preferred partner 
for expertise in Pfandbriefe. 

For full information about the 
German Pfandbrief and our significant 
role in this rapidly growing market, just 
talk to our specialists. You can reach 
us by calling (49) 69-26 93-2600 in 
Frankfurt. 


DGZ - the small team with big resources 

Deutsche Girozentrale 
Deutsche Kommunaibank- 

Frmtfun am ManuBerttn 
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In Eastern Europe 
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p FOBHOW BANKS . by Clay Hs»rte ■ 

All roads lead to 


... •'■t 


■ . ■ 
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Europe's biggest 
economy acquires 
magnetic appeal 
as me age of 
the euro dawns 

When the talk turns to 
future leaders to pan-Euro- 
pean retail banking, tire first 
name on many Bps these 
days is “Citibank." Even 
before its parent Citicorp's 
ambitious merges: plan with 
Travelers Group was 
. ^ announced, the US bank had 

A “ achieved prominence in the 
^ German retail market. 

Citibank has been in Ger- 
many so long— it trace 
its roots hack 70 years - and 
is such a ftmfliar name in 
the high street that its 
American origins are not in 
the forefront of German 

minria 

"To the consumer, we are 
a German hank first, then an 
international bank, and only 
third American," says Folk- 
ert Mtodermatm, the bank’s 
spokesman in Dfls&eMorL 

A more recent foreign 
entrant, and one with a dif- 
ferent strategy for wooing 
German customers. Is ING 
(Soup, the Dutch fmanrinl 
services company- In March, 
it paid DM270m for a 49 per ■ 
cent stake in AHgemeine 
f <| Deutsche Direktbank, a lead- 
■ * iug direct hank. 

Spain’s Unupfl Santander, 
meanwhile, is also attacking 
the direct-banking segment 
in Germany, but rh rawing to 
start from scratch with San- 
tanderDirekt rather than 
buy an gristing operation. 

Three starting points, 
three different paths, but all 
prompted by similar goals 
- to strengthen or expand 
their presence in Europe's 
biggest economy as the age 
of the euro dawns. 

Foreign banks’ desig ns an 
Germany are not limited to 
fiie retail sector. In invest- 
ment hanWng , non - Go rman 

institutions have effectively 
created a new market in car- 
) porate advisory, while 
mounting a strong challenge 
to the local banks’ tradi- 
tional domination of debt 
and equity markets. 

Citibank is file biggest for- 
eign bank in Germany in 
both corporate banking, 


where it dominates the 
equity warrant issuance, dis- 
tribution and trading and is 
market leader in foreign 
e xch a ng e, and in 
hanking, with 5.2m con- 
sumer accounts. 

It is the country’s lt^aiwg 


Germany 


CASE STUDY 


with its own Diners Card, it 
has a 10 per cent market 
share. 

Although it tries to keep 
its product range ft* 

customer contact strategy of 
“any time, any where, any 
way* is an important differ- 
entiation from local and for-, 
eign rivals »iiva 

Telephone banking a 
wide network of 300 
branches and 560 ATM-based 
CSticard banking are 

complementary. Mr Minder- 
maim says. Germany's larg- 
est bank also has a 
banking subsidiary, he 
notes, but “either you are a 
customer of Deutsche, with 
its branch network, car you 
are a customer of Bank24.” 

In contrast to Citibank, 
ING is counting on direct 
hanfc-ing alone, even though 
it concedes that German cus- 
tomers are still more wedded 
to the personal contact 
afforded by a .branch than 
their counterparts in the 
Netherlands. UK or US. 

ING, created in 1991 
through the merger of NMB 
Postbank and the insurer 
Nationale-Nederlanden. has 
a clearly defined expansion 
strategy. 2n Benelux, where 
it strengthened its position 
earlier this year with the 
purchase of Belgium’s 
Banque Bruxelles Lambert,' 
its retail banking activities 
win be structured conven- 
tionally, with brandies. 

In other developed mar- 
kets in w e st e rn Europe and 
North America, however, 
ING will expand in retail 
banking only through direct 
hanking; according to Soar 
Beentjes, senior manager for 
corporate development and 
head of ING’s acquisitions 
desk whan dip AU g emeine 
Deutsche Direktbank deal 
was done. 

Acquisitions In Europe 
remain ING’s top priority, 
according to spokesman 
Ruud Polet, just not in retail 
banking. 

Although ING is building 



Cffibank can trace back as roots In Germany 70 ymra 


its own direct bank in Can- 
ada, it decided to buy in Ger- 
many because “yon have to 
be German," Mr Beentjes 
said. 

The Dutch group wanted 
to buy full control but the 
direct bank's owner - BGAG, 
a manager of trade union 
investments - wanted to 
keep a majority. 

B»n«) Santander is taking 
a hybrid approach in Ger- 
many. its management base 
for all European consumer 
banking outside Spain. It 
entered a decade ago 
through the purchase of CC 


Bank, a MOnchengladbach- 
based consumer finance 
company, from Bank of 
America. 

Ranfamflwr also bought the 
US bank's Visa card fran- 
chise, at that time the only 
one in Germany. 

- Three years ago. San- 
tander started its own direct 
hanking Operation. Mannat 
Varela, head of European 
consumer hanking, said 
there was little customer 
overlap between the three 
businesses. 

“Experience is felling us 
that cross-setting is one of 


the most diffic ul t things,” he 
says. 

Santander made its initial 
move because it suspected a 
dearth of takeover opportu- 
nities. 

Other foreign hanVa want- 
ing to «*paryfl by acquisition 
In Germ any fere bruits on 
what is available. 

Credit Lyonnais is expec- 
ted to. have to sell, its con- 
trolling stake in BfG as part 
Of the restructuring package 
approved last month by the 
European Commission. But 
any cross-bccrder deal involv- 
ing the big four quoted 
banks- Deutsche, Dresdner. 
Commerzbank and Bayer- 
ische Veretoshank - would 
raise huge questions about 
culture and control. 

The biggest imminent 
change is the accelerating 
restructuring of the landes- 
bank and savings hank sec- 
tors, hut politics dictates 
fins is likely to be an infra- 
German affair. 

Fred Kanfmarm , invest- 
ment hanker with Credit 
Suisse First Boston, says: 
"For foreign financial insti- 
tutions trying to buy their 
way into Germany, this door 
Is virtually dosed." 

He says that acquisitive 
foreign banks might instead 
look for a niche such as a 
mortgage bank, a private 
batik or co-operative hank. 

Partnership with the crop 
DG Bank could be attractive 
to Rabobank or Credit Agri- 
cole, its Dutch and French 
counterparts. 

A deal with the latter 
could meet French rtamanria 
for cross-border "reciproc- 
ity" in the wake at the Ger- 
man insurer Allianz’s take- 
over of AGF earlier this 
year. 

However, Rabobank is - 
probably a better bet, 
because of its outward- 
looking culture and a mar- 
ket position at home that 
rules out ar gnitritinTM there. 

Other niche t ar ge t s for .a 
foreign buyer might be 
Depfa, Germany’s largest 
mortgage lender, or BHF- 
Rank the merchant bank, 
whose attractions -but also 
its price - have been boosted 
by the streamlining and 
higher profit targets intro- 
duced by Ernst Michel 
Kruse, its new chairman. 


Merrill Lynch 


: i r.: 


Already making 
its presence felt 


Merrill Lynch started lata 
and ranks lower than usual 
in most league tables in 
Germany . No one expects 
that state of affairs to last 
long. 

“Germany Is top of the 
hitparade, along with 
France,” says Edward 
Annuuziato, Merritt's 
co-head of investment 
banking in Europe. 
Although based in London, 
Mr Annuuziato pays special 

aftwiHnn in flnr wi niy on if 

spends at least one week a 
month in Frankfurt, which 
now has HotfD’s largest 
corp or ate advisory 
presence in continental 
Europe. *. 

Although the TJS 
in vestment bank has been 
repre sm ted in Germany 
since the early 1960s, and 
has been a member of the 
Frankfurt Stock Exchange 
since 1989, things have 
begun to get off the ground 
only in the past 12 months. 
The firm now has 212 
professional staff dedicated 

to th» Go rman roarbi>t 

A dedicated equities team 
was set up In FTankfurt last 
October, and the corporate 
advisory operation was 
greatly expanded this 
spring. 

MerrOl is pursuing a 
different strategy in 
Germany tiwn it did in ***** 
UK, where its presence in 
equities was transformed 
by file purchase of 
stockbroker Smith New 
Court in 1995, and in ftmd 
management by last year's 
takeover of Mercury Asset 
Management. Although it 
does not rule out German 
acquisitions in some 
sectors, such as private 
banking, Merrill is 
following the path of 
bofiding rather than 
buying in investment 
banking. 

To a large extent, fids 
reflects the lack of suitable 
or available .targets which 
could transform Merrill’s 
position overnight. 
However, Merrill’s 


development elsewhere in 
Europe has also given it the 
confidence to attack the 
German market in its own 
time and In its own way. 

Merrill’s timing appears 
to have been impeccable. 
Ahead of economic and 
monetary union, German 
institutions have already 
begun to diversify tbeir 
equity portfolios. "They are 
not waiting for the euro to 
be introduced before 
in ves tin g in other enro 
equities,” says Leigh 
Hooper, Frankfort-based 
director of the institutional 
clients division. 

Merrill is benefiting from 
evm and balanced coverage 
throughout Europe - not 
skewed towards any 
particular country like 
many European rivals 
- and greater research 
penetration into each 
sector. "We also have the 
ability to pat Europe into a 
global context,” Mr Hooper 
says. 

Merrill is already making 
its presence felt. Named the 
best foreign securities firm 
in Germany for 1997 by 
Euromoney magazine, 
Merrill has since acted as 
global co-ordinator for 

Maim Mmimm '« T lMift n 
share issue and co-lead 
manag er of a DM3bn issue 
for Volkswagen. In the first 
five months of 1998, it 
ranked 11th in IPOs and 
secondary equity issues for 
German companies, 
according to IFR Securities 
Data, having failed to 
appear at all in the 
previous two years. 

On the M&A side, Merrill 
has advised the dty of 
Berlin on the sale of a 51-2 
per cent stake in Gasag, its 
gas distribution com pan y , 
to investors led by Gaz de 
France. To the aid of May, 
it ranked ninth in 
announced M&A deals 
involving German targets 
or acquirers. In 1997 as a 
whole, it failed to crack the 
top 20. 

Last year was unusually 


follow. In 1996, Merrill bad 
ranked first in Germany 
and advised on fl&2bn 
worth of takeovers 
Involving German 
companies, including two 
worth SSJJfan each. In both 
cases, however. Its clients 
were the US targets 

- American Re and 
National Medical Care 

- rather than their 
respective German buyers, 
Munich Re and Presenilis. 

Before the Gasag deal, 
Merrill had advised 
German clients on much 
mwiiw trans actions 

- Henkel’s $L8&£m 
purchase of Novamax 
Technologies from Malson 
tn 1986 and O&K Mining on 
its 1184m takeover by 
Terex last year. 

Like other US banks in 
Germany, Merrill sees a 
benefit in speaking with a 
local accent. 

“Our clients certainly 
like the idea of being 
served by Germans who 
can deliver the whole firm 
to them,” says Ernst 
Passhender. who oversees 
selected large corporate 
relationships, notably in 
the vehicle and other 
engineering sectors. 

Merrill and its rivals 
agree that some US 
competitors, such as 
Goldman Sadis and IP 
Morgan, have ahead start 
and that the large German 
banks, whatever their 
shortcomings so far. have a 
leg up because of their 
relationships with 
medium-sized privately 
owned companies. 

Mr Annunzlato says; 

“The buttle will be wan or 
last in file MUtelstand, 
where the Germans have 
an advantage in terms of 
presence and coverage that 
we’re not going to be able 
to inati-h overnight” 

He grids confidently: 
"We’re co m m itte d to the 
long term and weH catch 
UP" 

Clay Harris 
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Foreigners set the pace 


Non-German banks 
have led the field, 
but some observers 
Relieve the tide 
Tnay be turning 

Domination ■ of German 
mergers and acquisitions 
activity by foreign invest- 
ment banks shows litfle sign 
of abating. Local banks have 
been more successful in 
holding their own in equity 
issues, but the home farces 
remain under siege. 

- Non-German banks took 
the first four places in last 
year's M&A league tables, 
with JP Morgan Just pipping 
Morgan Stanley fin: the tap 
spot 

JP Morgan advised on the 
mergers of Bayerische 
Verebaabank and Bayerische 
A Hypotheken- und Wechsel- 
* ™ flank, and of Bankgesells- 
ebaft Berlin and Nord- 
deotsche Landesbank, and 
. helped Thyssen to repel 
Kropp’s initial hostile bid. 
The trend has continued 
with both partners in the 
Chrysler-Daimler-Benz alli- 
ance also primarily advised 
by non-German institutions, 
Goldman Sachs and Qredit 
Suisse First Boston. 

Oaus LGwe. JP Morgan’s 
chairman in Germany, says: 
"The shift to foreign, banks 
was swift and very na ti onal 

on the part of German corpo- 
rations," even though Ger- 
man should have an 
advantage because "they 
have a much broader market 
to pick from, much more 
'A access to the Mittelstand.’’ 

™ A European rival says: 
“The Germans are not mak- 
ing it in M&A- They just 
don’t have that mindset" A 
non-German continental 
European working for a US 
securities house is mare 
blunt: “1 think £German 
banks} were just big, fef aod 





*7,788.1 




Gerd H&osler, c h a irm a n of 
the . managemen t board at 
Dresdher HIato wort Benson, 


Its presence, however, is also 
expected to help execution of 
the deal and to give a Ger- 


says: "Big German corpo- man seal of approval to pro- 
rates now re ali s e that the ceediogs. 


A^riwmg, those a German 
phrase, also just cook with 
water.” 

Part of the US banks’ suc- 
cess has been to persuade 
German congwanes that they 
needed outside advice stall. 
"We always uped to say that 
our biggest competitor was 
’no adviser’,” comments 


Leaving aside machismo 
over rankings, the German 
banks need to find more 
ways of turning relation- 
ships into mandates. 

“The key to success is to 
co mbin e the tr a d it i ona l rela- 
tionships that the large 
Dresdner franchise has bad 
over the decades and feed in 


Klaus Diederichs. JP Mw- 


says that the problem is 
institutional rather than cul- 
tural. "I would say that 
there are more experience 
[German] investment bank- 
ets working for non-German 
banks than for German 
hanks at the moment-** 

Compared with their uni- 
versal banking rivals, he 
says, the non-German invest- 
ment hflflfcg offer “flexibility 
and ftmglbiHty versus rigid- 
ity and structure.” 

But is the tide turning? 


Paul Acbleitner, co-head of modem investment banking 
Goldman Sadis* Frankfurt products," Mr H&osler said, 
office. The proportion of "Only in the last six to 12 
M&A dimiat done without months have we been able to 
advisers continues to fall, boring in, in a seamless fasfc- 
ftnnx more flam 2D per cent ion, our expats from Lon- 
in3996 to 95 per cent so faf . dan. Now the commercial 
this year, according to IFR bankers-and war clients real- 
SecurttJes Data. 1st. that we have sector 

- Apart from a reputation, teams in London which are 
for global expertise, US certainly not inferior to 
Kanint have another advun- what Morgan Stanl ey and 
tage in Germany: the percep- Goldman Sachs have.” 
t fo n of independence. The DrKB’s biggest coop so Ear 
tradition of long relation- this year was w innin g the 
strips, often reinforced from mandate to act as global 
Shareholdings , means that co-ordinator for the privati- 
...wipniviivc may find their sattan ctf Endesa, the Span- 
fonited when seek- lsh power group, the first 
w impartial advice. time the Madrid government 

For the German banks, had not appointed a US 
however, connections do investment bank, 
have their uses. Commera- For Mr -Bluster. tins illus- 

Ko nir and Dresdner, house trated Dr KB’s strengths, 
banks for Thyssen and "Without the excellent on- 
Kraw respectively, are Med the^rouad c overage of 
uu as global book-runners Jaime Carvajal [chairman of 
fOT the share exchange its Spanish operation] in 
vihfch wffl seal their merger. Madrid, we wouldn't have 
And few were surprised to done the deal. But without 
see Deutsche’s name pep up the balance sheet -the mus- 
as an adviser an the Data- de-we wouldn’t have got 
ler-Benz-ChrysIer deal, the deal either. It’s always 
enabling it - against form both ways. The number of 
-to top the rankings for the players which can muster 
first firemonths of 1988. this kind of strength for 
Goldman Sachs and Credit deals of flat magnitude is 

Suisse First Boston may . 

have cooked the meal, tat In spite of such successes. 
Deutsche's 21.8 per cent -DrKB has resembled a tor- 
Sake in Daimler allowed its tase, both in modesty and 
Snorete advises to pun up persistence. It withdrew into 
achalr to the (league) table, its shell after an embarrass- 


ing run of executive depar- 
tures from the parent hank, 
hut in general it has plodded 
determinedly towards its 
goals with little fa nfare 
no deviation. 

Results have been mixed. 
In -announced M&A deals 
involving German targets or 
acquirers, DrEB ranked only 
13th in the IFR Securities 
Data tables until the end of 
May, against ninth in 1996 
and fifth last year. So for in 
3996, moreover, it has been 
knocked off its usual top 
position pinppff bookrunners 
for German IPOs and second- 
ary issues by Dentsdie 
Bank. 

In most other ways, how- 
ever, Deutsche had a year to 
forget in investment bank- 
ing. It had three belated 
Insights. One was the extant 
to which the criming q{ the 
euro would transform its 
home market in continental 
Europe. It also came to 
terms with the fact that it 
lacked the means and the 
will to compete across fire 
board with the huge US 

investment banks. 

The third realisation was 
that it was not getting the 
benefit it should from corpo- 
rate relationships. As a 
result, Deutsche launched a 
restructuring which brought 
together its tovestmoit and 
corporate banking activities 
and jettisoned the Morgan 
Grenfell same. 

Commerzbank chose a 
year when same banks were 
pulling back from invest- 
ment banking or abandoning 
It altogether to make a big 
push into global equities. 
Mehmet Dalmah, hired a 
year ago from Deutsche Mor- 
gan Grenfell, is placing his 
faith in a quantitative 
approach and "financial 

engineering". 

Rivals are mixed in their 
views of the strategy. One 
European competitor says: 
"Whether that’s reasonable, 
time wffl teil, but they’re not 
betting the form. Co nmen - 
bank has taken a very cQsct 
plined approach when It's 
investing money.” 

' Another is far less optimis- 
tic, arguing that Commerz- 
bank’s decision to build from 
scratch was the result of 
necessity, “ifs always been 
in the market trying to buy 
things," he says. “It's now 
on a slippery slope, because 
it’s difficult to go only half 
way. I ffiTwk the second it 
stumbles, the long knives 
are going to come out" 


A good match for any 
investor: a partner from 
Baden-Wiirttemberg. 
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tt*B not always low at fast sight that 
leads dtecanUng irwotora to opt for 
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cases, all It takas la a brief glance at 
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tw Investors In favor of a long-term 
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toths heart- wtth Ks convincing and 
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Streamlining seems inevitable Take()U . r mmoulS 


filia^^KcWhaiisSen, Cocwneizbank cha&rp^i^; 


Several tie-ups 
are in the offing 
although the pace 
of change is 
rather slow 


Ever since Deutsche Bank 
threw a stone in the water 
two years ago by taking a 
small stake in a leading 

Bavarian bank, the ripples 
have been moving steadily 
outwards. And they are 
likely to continue spreading 
as the onset or the European 
single currency makes for 
greater harmonisation in 
financial markets and 
increased competition 
among banks. 

Yet while most experts 
agree that Europe's banking 
scene is set For huge changes 
in coming years, opinion is 
divided as to whether this 
will - initially, at least - be 
confined to domestic mar- 
kets or spread across bor- 
ders. 

Same bankers and ana- 
lysts are convinced that a 
wave of cross-border amal- 
gamations and alliances wiU 
follow the introduction of 
the euro. Others believe the 
main changes will be seen in 
national markets, with big 
European deals coming 
later. 

hi Germany, the banking 
scene is so variegated that 
more streamlining seems 
inevitable. Indeed, it has 
already begun, although 
some changes - especially in 
public sector banking - seem 
to be occurring so gradually 
that it is hard to imagine 
they will alter the landscape 
dramatically. 

Deutsche Bank's surprise 
purchase of a 5 per cent 
stake in Bayerische Ve re ins- 
bank in the summer or 1996 
set alarm bells ringing in 
bonk boardrooms. As bank- 
ers hurriedly conferred with 
rivals about possible link- 
ups. almost anything seemed 
possible. 

The result, however, left 
Deutsche Bank on the side- 
lines. A merger between 
Vereinsbank and Bayerische 
Hypotheken- und Wechsel- 
Bank created Germany's sec* 
ond-largest bank after Deut- 
sche. This deal, due to pass 
its final legal hurdle in Sep- 
tember. was assisted by the 





Albrecht Schmidt The sorting out process lus now begun in Germany’ 


Allianz insurance group 
which has a 22 per cent 
stake in Hypo-Bank and will 
own 17 per cent of the 
merged institution. 

Allianz also owns 22 per 
ceut of Dresdoer Bank, 
which will be displaced from 
its number two slot by the 
new Bayerische Hypo- und 
Vereinsbank (BHV). Despite 
speculation. Allianz itself 
has no ambitions to move 
into hanking . 

Henning Schulte-Noelle, 
head of Allianz, believes the 
challenges of combining 
insurance and banking busi- 
ness on a global scale are too 
much for any one company. 
“I don’t t hink anyone who 
tries to take that route will 
be successful.” 

Albrecht Schmidt, chair- 
man of Vereinsbank and des- 
ignated head of BHV. takes 
the same view. “The services 
and products of insurance 
companies and banks are so 
different that I do not think 
it is clever to mix them.” 

But that does not preclude 
operational links, notably in 
asset management. Allianz 
is working on a partnership 
with Dresdner in this field. 
Cross-selling of each others' 
products by banks and insur- 
ance companies is an obvi- 
ous way of leveraging their 


distribution strengths. 

Banks are keen to move 
away from traditional lend- 
ing business, where margins 
are thin, and concentrate 
more on fee-paying activities 
such as asset management 
and securities dealing. As 
shareholders become more 
impatient, banks are also 
striving to improve profit- 
ability and returns on 
equity. 

In the case of the Bavarian 
banks, there are obvious 
synergies and cost savings to 
be made by eliminating over- 
lapping branches. BHV. 
strong in property finance, 
also aims to strengthen its 
reach across Europe. 

Since the Bavarian merger 
was announced last summer, 
however, other German 
banking deals have been 
rare. Commerzbank, though 
subject to continuous bid 
rumours, is determined to 
remain independent Unlike 
Deutsche and Dresdner. it is 
building up investment 
banking operations inter- 
nally rather than through 
acquisitions. 

Martin Kohlhaussen. Com- 
merzbank's chair man, does 
not believe Europe is ready 
for big cross-border banking 
deals. And therefore he sees 
“no urgent need" for Euro- 


pean banks to follow the US 
merger trend, because differ- 
ing taxes and laws mean 
retail hanking is not yet a 
cross-border business in 
Europe. That would come 
from the growth of elec- 
tronic banking, in which all 
the big banks are active, and 
not from the expansion of 
banking networks through- 
out Europe. 

Within Germany, though, 
several tie-ups are in the off- 
ing. ftankgpsells rhaft Berlin 
(grouping private and public 
sector banks) and Nord- 
deutsche Landesbank, a. 
regional public sector bank 
based in Hanover, are work- 
ing tortuously towards amal- 
gamation. 

Public sector tie-ups are 
being negotiated in the 
states of Baden-WQrrtem- 
berg and Saxony. Bat while 
these mark a long overdue 
move towards public bank- 
ing consolidation, the task of 
reconciling the interests of 
wholesale Landesbanks. 
retail savings h anks and 
local politicians is immense. 

This has stymied previous 
merger attempts such as 
that between Westdeutsche 
La nd es bank. Germany’s big- 
gest public sector bank, and 
Ressische Landesbank (Hel- 
aba> in 1989. Helaba, now 
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called Landesbank Hessen- 
ThOrlngen to include the 
post-unification state of Thu- 
ringia, is again mi the look- 
cut for a partner. 

But the canny Friedel Neit- 
her. chairman of WestLB, 
believes Germany’s public 
banking sector will continue 
to be characterised by sepa- 
rate regional units which 
cooperate in such areas as 
securities trading and prop- 
erty financing. However, he 
said WestLB would talk with 
Helaba if desired, although 
the latter is also believed to 
be eyeing Bayerische Lan- 
desbank. 

In view of the highly frag- 
mented nature of German 
banking, further concentra- 
tion is inevitable. It has hap- 
pened elsewhere In Europe, 
notably in the UK, notes Mr 
Schmidt. “This sorting out 
process has now begun in 
Germany - from the savings 
banks and co-operative 
hankQ through the Landes- 
banks and up to the big pri- 
vate sector banks. The pres- 
sures of globalisation affect 
them all." 

Recent years have seen 
fewer savings banks and co- 
operative banks. But they 
still have the largest slices of 
lending and deposit busi- 
ness. Numbering about 3,000, 
they account for some 90 per 
cent of individual hanks. 

The high degree of frag- 
mentation among these 
institutions, however, pre- 
vents the potential strength 
of these sectors from being 
fully realised," says Moody's 
Investors Service, the rating 
agency. "These institutions 
will become more vulnerable 
as the distribution of bank 
products evolves away from 
traditional channels and as 
customer sophistication 
increases.” 

Yet largescale restructur- 
ing will be inhibited by polit- 
ical and organisational 
obstacles, it believes. 

As for the big quoted 
banks, they have been 
restructuring, trimming staff 
and squeezing costs. Politi- 
cal and public opinion mili- 
tates against more drastic 
action, however. So while 
Moody’s expects more con- 
solidation, it says: "the pace 
of more significant capacity 
reduction is likely to be 
slow” 
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Martin Kohlhaussen has 
become used to fending off 
speculation that 
Commerzbank, of which he 
is chairman, may lose tts 
independence and fell into 
the embrace of a 
competitor. "Sometimes I 
thinfc it’s quite fanny when 
people talk of 
Commerzbank as a 
takeover candidate. In 
terms of market 
capitalisation, total asset 
base and market 
penetration, this is not Just 
a petty cash activity.” 

With a share valuation of 
some DM30bn. Germany’s 
thrrd-largest commercial 
bank - soon to become 
number four as a result of 
the Impending Bavarian 
bank merger - would be a 
costly buy. So far, though, 
the rumours have remained 
just that although there 
have clearly been loose 
discussions between 
Gfi mnwwrfmnlc anil other 
domestic and foreign 
institutions. 

From his elegant office 
on the 48th Door of 
Frankfort's tallest 
skyscraper, Mr 
Kohlhaussen can look down 
an the headquarters of his 
biggest domestic 
competitor .Deutsche Bank. 
But he has no need for 
worries in that direction. 
Deutsche has ruled out the 
idea of buying a big 

domestic bank. 

Both have a fairly small 
share of the German retail 
market, winch Is 
dominated by public sector 
savings hanks and 
co-operative banks. 
Therefore they are looking 
abroad for expansion. With 

the approach of the single 

currency, their efforts are 
mostly conce n trated an 
Europe. 

But Mr gnhih*n«i»n does 
not believe changes in the 
European banking scene 
will produce a wave of 
cross-border mergers, 
although the euro wifi lead 
to more integrated 



Martin Kohftwussen: oming to 

double Commerzbank's profits 
over the next three years 


financial markets. Tax, 
social security and other 
regulations are still too 
different across Europe, he 
says. At present, he does 
not think cross-border 
mergers would benefit 
clients much. 

Nor does he see any 
lessons from the spate of 

US banking merger 
activity. Most US banks are 
mainly regional, so the 
pressure to combine in a 
country with the world’s 
biggest economy is logical 
at a time of intensifying 
competition. “Tin not 
worried or over-surprised 
. at what is happening in the 
US." 

Instead, Mr Kohlhaussen, 
a precise, somewhat ascetic 
personality, is focusing his 
attention on a bold 
programme to double 
Commerzbank's profits 
over the next three years 
and pvpaufl its investment 
f l a nkin g business. 

Having failed to buy 
Smith New Court the UK 
stockbroker which was 
snapped up by Merrill 
Lynch of the US in 1995, 
Commerzbank is now 
building up its global 
bonds, equities and 
d e r i v ati ves activities 
internally. This is 
necessary to meet the needs 


of its big corporate and’ 
institutional clients, says 
Mr Kohlhaussen, who Is 
also president of GennangTs 
private sector banking _ 
association. V: 

“Since commercial 
banking is now being ;_;J 
securitised, we have to te a 
player in investment 
making." As more . 
companies turn to the 
capital markets to raise 
money, banks’ traditional 
lending business is 
becoming eroded and . - ~ 
Increasingly unprofitable. 

“Investment banking Is 
vital to keep our 
commercial base.” 

But marrying the 
different cultures of 
investment and commercial 
banking is not easy, as 
rivals Deutsche and 
Dresdner Bank have found 
with their big investment 
banking acquisitions. Unis 
Mr Kohlhaussen is not too 
unhappy that SNC slipped . 
through his fingers! “With 
hindsight, nn not very 
disappointed.” ' 

What does disappoint 
him is the feet that Britain 
will not be a member of 
European monetary union 
from its inception next 
year. “It would be better 
for the euro if Britain was . 
in from the beginning, and 
I believe it would be better 
for Britain,” he says. “I 
really do not understand . 
why Britain is once again 
taking a ‘wait-and-see’ 
attitude on European 
derisions.” 

The presence of Britain, 
with its more free 
market-orientated policy 
stance, would act as a 
counterweight to “the 
rather overregulated” 
approach of continental 
Europe. His view, he says, 
is that of “someone who 
believes in markets.” But 
the patient Mr Kohlhaussen 
will have to wait a few 
more years before Britain 
becomes a likely member. 
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^ ^ T HE P-MARK ■ by Andrew Fisher 

Currency has become a symbol of national pride 


The success of 
the D-Mark was 
due to hard work, 
tenacity and help 
from the Allies 

A group of drably dressed 
German housewives, their 
expressions a mixture of 
eagerness and scepticism, 
pressed their faces against 
the grocery shop window to 
see the eggs, butter and sau- 
sages piled 14) inside. 

These and many other 
^y-to-day and luxury goods 
were finally to be freely 
available to those who had 
the money, instead of being 
the object of barter at extor- 
tionate black market prices. 

Cigarettes would no longer 
be the main currency now 
sound money was being pro- 
duced. 

It was 50 years ago, in the 


summer of 1948. and the 
I>-Mark was about to be born 
at a time when much of Ger- 
many was still in ruins, 
many of its people were 
starving and Industry had 
yet to recover from wartime 
devastation- 

old newspaper photo- 
graphs show people staring 
at goods newly on display 
and queueing up in rubble- 
strewn streets to receive the 
new currency. One O-Mark 
was to replace 10 old Reichs- 
marks. with a msHriwinip of 
60 Marks exchangeable on a 
one-Tor-one basis. The Soviet 
zone, which later became 
East Germany, did not join 
the western currency 
reform; its citizens did not 
receive D-Marks until reuni- 
fication 42 years later. 

The first D-Marks were 
printed In the US and 
shipped over in secrecy. 
Every attempt was made to 


disguise the contents of the bank). “Despite all the diffi- 


wooden crates used to trans- 
port the new notes. One 
crate, on display in a 
museum commemorating 
the currency's introduction, 
has the word ‘‘doorknobs’’ 
printed on the side. 

For a people suffering the 
physical and mental anguish 
of defeat, and battered by 
the hyper-inflation in the 
wake of the Allies’ victory 
over the Nads, the D-Mark 
represented a new hope. The 
almost worthless Reichs- 
mark was to be replaced by 
a currency which would 
sweep away black market 
profiteering and enable 
goods to he produced and 
sold under normal economic 
conditions. 

"The currency reform of 
1948 proved to be a key date 
In German history.” says 
Hans T ietmeyer, president of 
the Bundesbank (central 


culties, the D-Mark is a cur- 
rency which has b een highly 
respected by people in the 
whole of Germany and 
accepted everywhere." 

That respect and accept- 
ability was not automatic 
when currency reform took 
effect on "Day X" - June 20, 
1946. The liberalisation of 
economic policy mitintod by 
Ludwig Erhard, West Ger- 
many’s economics minister, 
also played a vital rule in 
achieving prosperity. So did 
the stable monetary polices 
of the independent Bundes- 
bank. generous Marshall aid 
from the US, and thp fact 
that Industry was not as 
extensively dismantled as in 
East Germany. 


opened the way for Ger- 
many's export surge. The 
D-Mark went from strength 
to strength, so much so that 


knows how the irrevocable 
linking of 11 European cur- 
rencies will work in practice. 
For a country in which the 


Ge rman policy-makers were' expression of national emo- 


confronted by severe revalu- 
ation crises in the 1960s. 

Today, the D-Mark enjoys 
the status of bring one of the 
world's most stable and 
desired currencies. German 
inflation has been kept low 
and the D-Mark is the second 
most important reserve cur 
rency after the dollar. The 
Bundesbank ha «? become pre- 
eminent in European mone- 
tary policy, a position it is 
now ceding to the European 
central bank, also based in 
Frankfort 

It is hardly surprising that 
many Germans are reluctant 


The economy received a to give up their currency. 


hefty stimulus in the 1950s 
from the Korean War which 
diverted much of the US 
industrial resources and 


They view the planned intro- 
duction of the euro next year 
as heralding an uncertain 
future, because no-one 


tions has been discredited 
and stifled by the experience 
and memories of starting 
and losing two world wars, 
the D-Mark has also become 
an essential symbol of 
national pride. 

On the currency’s 40th 
anniversary in 1988. the 
Bundesbank wrote: "Good 
national money like the 
D-Mark should only be 
exchanged for equally good 
European money.” At that 
time. European economic 
and monetary union was 
still some way off; the Maas- 
tricht Treaty which set out 
the Emu timetable and con- 
ditions was signed in 1991. 

But the Bundesbank's 
statement highlighted the 
D-Mark’s role as an anchor 


FOOTBALL AND FINANCE • by Graham Bow ley 

Clubs push for stock market flotation 


DG Bank says its 
plan would create 
a level playing 
field for all dubs, 
rich or poor 

Even if the German football 
team beats the odds (and the 
Brazilians) to triumph in the 
World Cup in France this 
summer, victory is unlikely 
to stop a controversial 
dehate, off the pitch, about 
the financial health of Ger- 
man soccer. 

The Deutsche Fussball- 
Bund (DFB), Germany’s foot- 
ball association, will meet in 
Wiesbaden, a spar town near 
Frankfurt, in October, to 
decide whether to allow Ger- 
man clubs to discard their 
old status as sporting associ- 
ations and become fully- 
fledged companies. Big clubs 
jpch as Bayern Munich and 
Vorussia Dortmund are 
pushing for a change in the 
rules so that they can float 
on the stock market 

Frankfurt's financial com- 
munity is already preparing 
for a possible change. DG 
Bank has suggested creating 


a new stock market segment 
devoted entirely to sports 
companies which would 
hopefully emulate the suc- 
cess of Frankfiirt’s Neuer 
Markt the new exchange for 
small but fast-growing high- 
technology companies. 

This activity has been 
prompted by worries that 
German club football is not 
coping with the commercial 
pressures that are shaping 
modern soccer. Some fear 
that German clubs are fall- 
ing behind foreign rivals in 
terms of financial sophistica- 
tion. 

Manchester United, the 
UK team, is cited as the per- 
fect example of what can be 
achieved from merchandis- 
ing. advertising and a stock 
market flotation. 

German football is by no 
means financially naive. 
Many clubs have large, loyal 
followings which generate 
healthy incomes from gate 
receipts. Several teams have 
struck lucrative deals with 
sponsors. 

But German clubs are at a 
financial disadvantage, and 
not only because they are 


denied access to the stock 
market. In most cases, stadi- 
ums are owned by city 
authorities - which means 
that clubs have lacked full 
control over advertising rev- 
enue generated in their sta- 
diums. 

They have also not been 
able to develop their stadi- 
ums, by installing money- 
spinning facilities such as 
executive boxes, for exam- 
ple. Franz Beckenbauer, 
president of Bayern Munich, 
has made it clear that an 
important reason why his 
dub needs stock market fin- 
ancing is to build a new sta- 
dium to replace the present 
city-owned venue. 

Typical of German foot- 
ball’s past lack Of financial 
ambition has been its system 
based on the local Verm 
(sporting association). Each 
football dob has typically 
been only one part of a 
wider Verein that encom- 
passes several amateur 
sports dubs. The Verein is 
owned collectively by its 
thousands of members - who 
are often the team's support- 
ers. a fact that has fostered a 


dose link between dub and 
fans. 

By retaining this system, 
the DFB has sought to pro- 
mote a degree of equality 
between dubs. It has been 
keen to avoid a polarisation 
between large, wealthy 
teams, which might domi- 
nate all competitions, and 
smaller teams which would 
be forced to languish in the 
lower divisions because they 
lacked the financial muscle 
to compete. 

Supporters of the present 
system believe it has been 
tbe foundation for Ger- 
many’s footballing success. 
But now many critics believe 
that change is necessary if 
the German game is Itself 
not to be relegated to the 
backwaters of European 
footbalL 

The expectation is that 
DFB delegates in Wieshaden 
will agree to change the 
rules. 

Two clubs - Bayern 
Munich and Borussia Dort- 
mund - have already 
declared they would then 
become joint stock compa- 
nies and float a large portion 


of their shares on the stock 
exchange. Wolfgang Hoi- 
zhfluser, DFB league secre- 
tary, says that between six 
and 10 teams would have the 
financial clout to qualify for 
a stock exchange listing but 
that only about four would 
actually do so - probably 
Dortmund, Bayern, Bremen, 
and Kaiserslautern. 

Tbe thirst for new money 
has beat exacerbated by tbe 
inflationary effects on play- 
ers' wages of the European 
Court’s so-called 1995 Bos- 
nian ruling, which has 
affected Germany just as it 
h«g affected other European, 
countries. This ruling ban- 
ned transfer fees for out-of- 
contract players and so 
deprived clnbs of a useful 
source of income. 

There is also uncertainty 
about television marketing 
rights to games. The rights 
have traditionally been con- 
trolled centrally by the DFB. 
which has then parcelled out 
the television income to all 
clubs in an attempt to 
ensure an even distribution. 
Bat Germany’s supreme 
court last year ruled that 


of the economy and Us con- 
cern -and that of other 
economists and monetary 
experts - that political con- 
siderations might take prece- 
dence over the need to pre- 
serve that very stability to 
which Germans had become 
so accustomed. 

The Bundesbank had itself 
become used to warding off 
occasional government pres- 
sure for a more accommodat- 
ing monetary polio*. Konrad 
Adenauer, West Germany’s 
first Chancellor, was 
annoyed when interest rates 
were put up in 1950. He 
called a later rise a “guillo- 
tine" for the economy. 

When the D-Mark first 
came to life, few could have 
foreseen the heights to 
which it would climb. Ger- 
many had a huge unemploy- 
ment problem, exacerbated 
by the influx of refugees 
from eastern Europe, and 


prices 100k time to settle 
down once they had been 
freed from controls. The 
Wirtsihaftswunder (eco- 
nomic miracle) was still a 
few years away. 

As their incomes rose in 
the 1950s and 1960s. how- 
ever. Germans began eating 
out more, taking foreign hol- 
idays. buying new cars and 
new clothe*. Today, all those 
pleasures are taken for 
granted, although stub- 
bornly high unemployment 
has taken some or the gloss 
off Germany's economic per- 
formance. 

But at tlu* lime of cur- 
rency reform, people were 
still faced with the arduous 
task of rebuilding the econ- 
omy. The D-Mark's success 
was earned by hard work, 
tenacity and a helping hand 
from the Allies. Fifty years 
after its citation ilc-rm.ins 
will he unhappy in -oe it go. 


clubs should control their 
own television marketing for 
European games. 

According to the DFB’s 
early plans for transforma- 
tion from the Verein system, 
the sporting associations 
would retain a majority 
stake in the football clubs 
and be represented on the 
clubs’ supervisory boards. 
Teams would choose one of 
four structures. Big clubs 
would probably choose to 
become joint stock compa- 
nies - a form necessary If 
they want to list on the 
stock exchange. But smaller 
teams could become a lim- 
ited company, a partnership 
or a cooperative. 

DG Bank's plans show 
that it wants to repeat the 
impressive success of the 
Neuer Markt. Creating a 
stock market segment 
devoted solely to sport 
would, bankers hope, focus 
investors* attention an foot- 
ball clubs in way that would 
not happen if only a few big 
clubs listed on the main 
stock exchange. 

“Tbe core of the idea is 
that all 18 dubs in the Ger- 



Franz Beckenbauer of Bayern Munich: needs funds for new stadium 


man first division will float 
on the stock exchange at the 
same time -just before tbe 
start of the 1999-2000 sea- 
son," explains Uwe Flach, a 
board member at DG Bank. 

DG Bank estimates that 
together the clubs would be 
valued by the stock market 
at DM3.4bn-DM4bn. rising to 
about DM5bn in the medium 
term. 

DG Bank maintains that 
its solution would mean a 
level playing field for all 
clubs, and that there would 
be no division of the game, 
into rich and poor teams. 
But the bankers insist that 


many of the strict regula- 
tions of ibe Neuer Markl 
would have to be applied to 
the new sport* segment if it 
is to enjoy the same success. 

This would mean »luh> 
adopting 1 11 ter national 
accounting standards, pub- 
lishing quarterly reports in 
German and English, and 
holding regular meetings 
with investment analysts. 

An encounter with Brazil 
might be tough for the Ger- 
man team, but the seemingly 
inevitable brush with the 
harsh demands of the inter- 
national capital markets 
may prove Just as bruising. 
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A unique perspective 


Paul Achleitzier, co-head of 
the Frankfort office of 
Goldman Sachs, is one of a 
wave of investment 

bankers in Germany 
iromoting change and 
Ameriom-style capitaHsm. 

He is enjoying more 
success than most 
Goldman Sadis was a big 
influence behind the 
surprise hostile take-over 
bid by Krupp, the steel and 
engineering group, for tts 
bigger rival Thyssen last 
year. 

This audacious bid sent 
shock-waves through 
corporate Germany and 
caused political outcry. The 
take-over was later 
abandoned in favour of a 
friendlier merger between 
, the two steel groups, bnt it 
!k probably tbe one event 
that has most highlighted 
the potential for radical 
change and restructuring in 
Germany- 

At tbe time, it triggered 
heated worker protests and 
raised big questions about 
traditional cosy relations 
between German companies 
and their banks. But now, 
says Mr Achlettner. the 
principles that lay behind 
the action have become 
more accepted - an 
tndfcatioa of the direction 
in which Germany is 
moving. 

“Last spring there was 
big excitement about Krupp 
and Tfryssen, bnt by the fall 
there was no more debate 
about the strategic 
rationale, rather when and 
how is it going to happen," 
Mr Acbleitner said in an 
interview in Goldman 
Sachs' offices high up in the 
Hesse Turin, one of 
F rankf ort's more 
distinctive skyscrapers- 

Mora recently, he and his 

colleagues at the Goldman 
Sachs offices in Frankfort 
and New York were among 
the instigators in a 
d e p i that few saw coming 
and that only a few years 
ago wotdd have seemed 
hardly believable: (he 
merger between 
Daimler-Benz. Germany’s 
biggest industrial group, 
and Chrysler, the US car 
company. 

In 198& Goldman Sachs 
was joint global 
co-ordinator of Deutsche 
Telekom's 5331m initial 
public offering, the biggest 



Paul AcMattner a firm befover 
that fundamental change h 
necessary for corporals Germany 

in German history which 
gave a big boost to 
shareholder culture in 
Germany. Along with 
JJP. Morgan - which helped 
co-ordinate the merger 
between the two Bavarian 
banks Bayerfsche 
Hypo-Bank, and Bayearische 
Vereinsbank - Goldman 
ryn r jaim to be Setting the 
pace of transformation in 
Germany. 

Mr Acbleitner. an 
Austrian, has a unique . 
view of the current 
condition of corporate 
Germany. 

He is a firm believer that 

fundamental change is 

necessary because the ways 
in which its economy, its 
companies and Its fi n anci a l 
institutions are at present 

organised are holding the 

country back -as 

underlined by the current 
high rate of unemployment 
Germany needs more of a 
shareholder culture, which 
would be helped by the 
introduction of 

private pension fimds 
wbid) Germany lacks, be 
thinks. 

He sees a greater role for 
investment banks and the 
capital markets, and a 
diminis hed role for 
Germany's traditionally 

strong commercial banks. 

-Germany in the past has 
fared well with the 

managed-change model, 

ri th governments working 


and unions. It is very clear 


that this model has reached 
the limits of its 
functionality given 
[Germany’s] integration 
into a broader, less 
manageable environment, 
with European integration, 
global capital and prodnet 
markets and competition.’* 
Mr Achleitner said. 

“In Germany today there 
is still not enough incentive 
for indhridnal initiative. . . 
Germany needs radical tax 
reform and mast introduce 
personal pension plans as 
in the US. Ibe capital 
markets will be 
revolutionised. It wffl mean 
more funds and a greater 
acceptance [of shareholder 
culture] in tbe broader 
population. 

“That will mean a totally 
different attitude towards 
stock prices and stock 
exchanges and everything 
that goes along with tt- It 
will end the labour versus 
capital conflict because 
shares now will be part of 
people's pensions 
portfolios. 

"Ibis win make change 

acceptable.” 

Mr Achleitner believes 
that Change in corporate 
Germany is already 
happening, even though the 
outward signs may not 
always be there. Many of 
the country's peculiar 
features- such as the 
inclusion of unions on 
company supervisory 
boards - have to be 
retained even if they no 
longer serve any serious 
purpose, because to do 
away with them completely 
would attract too much 
resistance. 

“You are not going to do 
away with workers’ 
codetermination in this 
country. It may be 
cumbersome but, because it 
is kept, unions are prepared 
to co-operate. People are 
too easily convinced that 
things aren't happening in 
Germany just beeanse the 
obvious signs arai't there,” 
he says. 

He cites companies such 
as Hoechst, the German 
chemical and 

pharmaceuticals group that 
Is being restructured. 

“That is as radical as 
anything a company has 
done in the Anglo-Saxon 
environment," be says. 

Boechrf, under chairman 


Jurgen Dorm aim . is a good 
example of a 
once-sprawling German 
conglome-ate that has 
painfully re-focused itself to 
become more a tt rac ti ve to 
outside investors. 

It has taken shareholder 
value very seriously, 
including listing its shares 
on tbe New York Stock 
Exchange. 

“Corporate Germany will 
have to come to terms with 
the fact that the way 
companies deal with capital 
markets will become a 
distinct advantage or 
disadvantage. They wifl 
have to compete not only in 
product markets bnt also in 
capital markets. 

“Traditionally, they have 
not dime this beeanse they 
have relied on commercial 
banks. Now companies 
are going to ask why do I 
need the middle man?” he 
said. 

But Mr Acbleitner is an 
optimist. He believes 
corporate and economic 
Germany is indeed 
changing for the good 
- towards USetyle 
shareholder values. 

What is more, the intense 
market pressures that will 

be brought to bear on 
companies following the 
creation of European 
monetary tmkm will 
accelerate tins process of 
transformation. 

He thin kg the European 
capital and product 
markets after the single 
currency will be large 
enough, so that Europe will 
not be forced to adapt all 
the features of US 
capitalism - it win be 
sufficiently strong 
to be able to develop its 

own particular 

t-Tun*a/-t>»r i«rt^rs. 

Btxt he delivers a warning 
for the UK: Britain may at 
present be ahead in terms 
of acceptance of the model 
of shareholder value, bat 
Germany could soon 
overtake and leave it 
behind ff the UK stays too 
kmg outside European 
economic and monetary 
union. 

Says AcMejtoen "You 
Should wo t pp/t yi - pc i ii n a te 

tire extent to wfakh German 
industry is getting its act 
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LANDWIRTSCHAFTUCHE RENTENBANK 

AT A GLANCE 

Business volume 

DM 

72,7 bn 

total assets 

DM 

72.5 bn 

Medium-term and long-term loans. 

DM 

21-5 bn 

Shortterm loans 

DM 

1.2 bn 

Bonds issued 

DM 

33.8 bn 

Liable equity capital 

DM 2,819.7 m 

Net interest income 

DM 

259.2 m 


International investors know why ihey appreciate 
us as a successful issuer on the world capital 
markets. This also has to do with our first-rate 
credit standing. Our triple A ratings have not 

come easily to us but are 

LENTEN BANK ^ result of hard work. 

. DM 72-7 bn 

DM 72 5 bn Rentenbank is a central refinan- 
. DM 21.5 bn cing institute for medium-term 

DM 1.2 bn ond long-term loans. It is a pub- 

. DM 33.8 bn .. 

tic sector bank with a mission 

DM 2,819.7 m 

dm 259 2 m to promote German agriculture. 

Its customers are banks. 

Rentenbank is a constant issuer on the German 
capital market. 

Annual Report on request. 

Landwirtschaftliche Rentenbank 
Hochstrabe 2 

D -60313 Frankfurt am Main 
Phone: ++49-69- 21 07-269 
Internet: http://www.renfenbank.de 


Graham Bowiey 


Lan^irtschaftliche 
Frankfurt am Main 
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The Billion Quintet. 
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Harmonising five different financing 


instruments, we have orchestrated 


capital-market transactions for Allianz AG 


to the tune of over DM8.5 billion. 



FINANCIAL times 
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http://www.dresdner-bank.de 


We congratulate Allianz on the success of its financing 
projects in which we took the lead in conducting. 

• the biggest-ever DM exchangeable issue 

• the biggest-ever DM corporate bond issue 

- the biggest-ever FRF corporate bond issue 

• a capital increase with subscription rights • 

• a capital increase without subscription rights 
executed for the first time as a block trade 
placed within less than an hour 
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